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GERMAN RAILWAYS AND GERMAN 
PUBLIC FINANCES*' 


I 


Before the world-war the public service enterprises played 
only a small part in the finances of the German Commonwealth. 
In the ordinary budget for the fiscal year 1913, the imperial 
postal service showed a surplus of go million marks, the railways 
owned by the empire (in Alsace-Lorraine) had a surplus of 31 
millions, the government printing office a surplus of 5 millions. 
The government printing office still works with a surplus (1921, 
92 millions; estimate for 1922, 7 millions; estimate for 1923, 
13 millions). The postal service had already in the fiscal year 


t The principal sources used in preparing this article were: Kuczynski, Reichs- 
eisenbahnen und Reichsfinanzen, Verlag Engelmann, Berlin, 1922; Die Tarif- 
politik der deutschen Reichsbahn, herausgegeben vom Reichsverkehrsministerium, 
Verlag Stilke, Berlin, 1922; Nachtrag hierzu November 1922 bis 1. Februar 1923, 
Verlag Stilke, Berlin, 1923; Geschdftsbericht der deutschen Reichsbahn iber das 
Rechnungsjahr 1921, gedruckt in der Reichsdruckerei, Berlin, 1923; Reichshaus- 
haltsplan, Entwurf fiir das Rechnungsjahr 1923 nebst Anlagen, Heymanns Verlag, 
Berlin, 1923, Zweiter Teil: Betriebsverwaltungen; Ueberblick tiber den Entwurf 
des Reichshaushalisplans fiir das Rechnungsjahr 1923 vom 24. Februar 1923 
(Reichstagsdrucksache Nr. 5584); Die Deutschen Eisenbahnen 1910 bis 1920, 
herausgegeben vom Reichsverkehrsministerium, Verlag Springer, Berlin, 1923; ‘‘Gesetz 
iiber die Feststellung des Reichshaushaltsplans fiir das Rechnungsjahr 1923, vom 
4. Juni 1923” (Reichsgesetzblatt, Teil II, 1923, Nr. 22). 
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1914 a deficit of 36 millions, the imperial railways a deficit of 
16 millions. The German Commonwealth lost its railways 
with the loss of the war. The deficit of the postal service 
amounted already to 3 billion marks in the fiscal year 1920 
(1921, 3 billions; estimate for 1922, 48 billions; estimate for 
1923, 1,203 billions). But public service enterprises became 
a question of life and death for the finances of the commonwealth 
only when at the end of the fiscal year 1919 (on April 1, 1920) 
the railways of the states were transferred to the commonwealth. 

It is not any more worth while to discuss the question, 
whether the price paid by the commonwealth for the state rail- 
ways (40 billions) was too much. I, personally, believed it 
too high, three years ago, when the sales contract was made 
between the commonwealth and the states. But in view of the 
terrible depreciation of the currency which has since occurred, 
the two billions which the railways of the commonwealth engaged 
themselves to pay each year to the states as interest and for the 
amortization of the capital debt are not of much consequence 
today. What is far more important now, is the deficit resulting 
from the operation proper of the railways, and in view of the 
terrible condition of the German public finances it is easy to 
understand that the demand for a financial reconstruction of the 
railways of the commonwealth is urged louder and louder and 
that quacks who praise quick-working medicines and who 
promise not only to make the railways self-supporting but to 
soon obtain a surplus are eagerly listened to. The big industrial 
magnates, Stinnes and his friends, are most conspicuous among 
the advocates of a radical change of the administration of the 
railways. They claim that if they owned the railways they 
would operate them without deficit, and in their propaganda 
for private ownership of the railways they brought on their side 
even Mr. Poincaré, who in the reparation program which he 
submitted to the Reparation Commission on January 22, 1923, 
demanded the transfer of the railways of the commonwealth to 
private corporations. Under these circumstances, it is most 
essential to investigate without prejudice the problem: Js i 
altogether possible that the German railways pay? 























GERMAN RAILWAYS AND GERMAN PUBLIC FINANCES 139 


In order to find an answer to that question we must first 
ascertain the relation of revenues and expenses before and after 
the war. In the fiscal year 1913, the state railways (excluding 
Alsace-Lorraine), with a total mileage of 35,000 miles, had 
operating revenues of 33 billions, operating expenses of 2} 
billions, and a surplus of 1 billion. In the fiscal year 1920, 
the first year after the transfer of the state railways to the 
commonwealth,’ the revenues had increased to 18 billions, the 
expenses to 31 billions, so that there was a deficit in the operation 
of the railways amounting to 13 billions. In the fiscal year 
1921, the revenues were 45 billions, the expenses 52 billions, 
the deficit 7 billions. In the fiscal year 1922, revenues amounted 
to 2,209 billions, expenses to 2,397 billions, the deficit to 188 
billions. In those figures are not included—because they do not 
fall into the operation of the railways—the service of the debt 
(1920, 2.5 billions; 1921, 3.4 billions; 1922, 39.9 billions), and 
the extraordinary budget (1920, 2.0; 1921, 25.1 billions;? 
1922, 717.5 billions). The operating expenses per mile were in 
1913, 67,000 marks; in 1920, 940,000 marks; in 1921, 1,570,000 
marks; in 1922, 72 million marks; they were in 1920, 14 times 
as high; in 1921, 23 times; in 1922, 1,080 times as high as in 
1913. If we then put for 1920, 14 marks=1 pre-war mark; 
for 1921, 23 marks =1 pre-war mark, and for 1922, 1,080 marks=1 
pre-war mark, the deficit of 1920 which amounted to 13 billions 
is equal to about goo million pre-war marks, the deficit of 1921 
(7 billion marks) equal to about 300 million pre-war marks, 
and the deficit of 1922 (188 billions) equal to about 175 million 
marks. We thus find that the surplus of 1 billion which had 
been obtained in 1913 was turned into a deficit of goo millions 
in 1920, of 300 millions in 1921, and of 175 millions in 1922. 
The operating expenses in 1913 amounted to 70 per cent of the 
operating revenues, in 1920 to 173 per cent, in 1921 to 115 
per cent, in 1922 to 109 per cent. 


t The total mileage of these railways had increased to 36,000 miles by 1918, but 
was reduced by 3,000 miles through the Treaty of Versailles. 

2 The larger part of the increase was due to the fact that the railways in the 
year 1921 took over 16.9 billions of floating debt of the states, diminishing thus 
their capital debt to the states. 
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The reasons for the change from an enormous surplus to a 
huge deficit are manifold and not easily measured by figures. 
We therefore will never be able to exactly state to what amount 
the administration of the railways itself is responsible for that 
change. But we will find a gauge for the maximum of its fault 
by ascertaining what would have been the financial result of 
railway operation in pre-war times if then those circumstances 
unfavorably influencing the result had already been in existence 
for which the railway administration doubtless is not responsible. 
Such circumstances are: the decrease of the traffic, the eight- 
hour day, the increased cost and the inferior quality of the coal, 
the tax on the transportation of passengers and freight. 

The decrease of the traffic can only be approximately ascertained 
for 1920; but it is safe to say that if the traffic in 1913 had only 
been as large as in 1920, the revenues in 1913 would only have 
been about 2? billions and not 3} billions. With a smaller 
traffic the operating expenses certainly would also have been 
smaller in 1913 than they actually were, but not in the same 
proportion as the revenues. We may assume that in that case 
the operating expenses in 1913 would have been 2.1 billions 
instead of 2} billions, so that with the same traffic as in 1920 
the surplus in 1913 would have been about 3 billion instead of 
1 billion. 

The general ‘introduction of the eight-hour day had of course 
not the same influence upon the various groups of employees. 
Where clerks anyhow worked not more than eight hours, the 
introduction of the legal eight-hour day was of no consequence. 
But where an employee performs a task at which he cannot 
possibly work more intensely in eight hours than in ten—this 
is for instance true of the personnel employed on the trains—the 
introduction of the eight-hour day would, also in pre-war times, 
have resulted in a proportionate increase of the personnel. 
We may perhaps therefore say that the expense for salaries and 
wages, which in 1913 amounted to 1.4 billion marks, would have 
been higher by at least one-sixth if the legal eight-hour day 
had then already been in force, even if the workingmen employed 
in the maintenance of way and structures and those employed 
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in the railway workshops had been industrious to the utmost. 
The savings on account of the reduced traffic would thus have 
been offset by the employment of more personnel, so that if 
in 1913 the traffic and the working hours had been the same as 
in 1920, the revenues of the railways would have been about 
2? billions, the expenses about 2} billions. 

The consumption of coal per locomotive mile was 51 pounds 
in 1913 and 70 pounds in 1920. The increase amounted to 
38 per cent, partly because heavier locomotives were used, but 
mainly on account of the inferior qality of the coal. In addition 
to that it should be noted that from August 1, 1917, on, the price 
of the coal was raised by 20 per cent through the coal tax and 
that the railways were compelled to use much coke, which as a 
matter of course is more expensive than coal. If these conditions 
had already prevailed before the war, the total operating expenses 
in 1913 would sot have been 23 billions but about 23 billions. 
The surplus in that case would not have exceeded } billion. 

The transport tax which the railways have to pay to the 
commonwealth varies from 1o to 16 per cent for the passenger 
traffic (according to the different classes); it amounts to 12 
per cent for the transportation of baggage and to 7 per cent for 
the freight traffic (no tax being paid, however, for the transporta- 
tion of coal). If this tax had already existed before the war the 
revenues of the railways would have been reduced by another 
; billion. They would then not have exceeded the expenses. 

The German state railways would not have yielded any 
surplus in 1913 if at that time the traffic had been so slight, the 
working hours so short, the coal so dear and so bad, the transport 
tax so high as in 1920. And all that with a personnel not 
mentally and physically weakened by a war, with locomotives, 
cars, and track equipment in perfect state, with railway materials 
to be had at prices not enhanced by a heavy general sales tax, 
etc. Itis not to be wondered, indeed, that the German Common- 
wealth which in 1920 got the railways in a very much deteriorated 
condition does not obtain a surplus. 

But it is of course another question whether the deficit had 
to be as big as it was; in other words, whether in spite of the 
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small traffic and in spite of the high transport taxes the revenues 
might not have been greater, whether in spite of the short 
working hours and in spite of the expensive and bad coal the 
expenses might not have been smaller. A clear answering of 
this question is the more essential as it will at the same time 
show the possibilities of a reduction or even a suppression of the 
deficit. 
II 

The operating revenues are derived mostly from the transpor- 
tation of passengers and goods. The miscellaneous receipts 
from the rent of cars, from the sale of old materials, from the 
lease of station restaurants, etc., constituted all told in 1913, 
and likewise in 1920, only 7 per cent of the operating revenues 
(in 1921 only 6 per cent, in 1922 again 7 per cent), so that it is 
not worth while to discuss them in detail. The receipts from 
the passenger traffic and still more those from the freight traffic 
were the only essential sources of income. 

The passenger revenues (we shall include here always the 
receipts from the transportation of baggage) amounted in 1913 
to 965 million marks, in 1920 to 4,595 millions, in 1921 to 7,590 
millions, in 1922 to 144,568 millions. If we reckon again the 
figures for 1920, 1921, and 1922 in pre-war marks (taking as 
gauge the operating expenses per mile), we find for 1920 and 1921 
revenues amounting to } billion pre-war marks, for 1922 only 
as much as 130 million marks. The real revenues from the 
passenger traffic were, then, in 1920 and 1921 only about one- 
third, in 1922 only about one-seventh, of what they were before 
the war. This decrease is partly due to the reduction of the 
mileage caused by the loss of territory, the diminution of the 
traffic, the introduction of the new transport tax; but if all this 
is discarded there still remains a decrease of the real revenues 
by one-half for 1920 and 1921, by four-fifths for 1922. This 
decrease is due to the fact that the passenger rates were not at all 
raised in proportion to the depreciation of the mark and that never- 
theless the passengers drifted from the upper to the lower classes. 

The rate policy of the German railways—and this is true both 
of passenger and of freight rates—was governed during the whole 
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TABLE I 
PRICE FOR I KM. FOR A DISTANCE OF 300 KM. (186 MILES) 








Orprnaky TRAINS Express TRAINS 





2d Class 3d Class | 4th Class tst Class 2d Class 3d Class 





In Paper Pfennig 





Until Mar. 31, ro18.. . J . 5.43 
From Apr. 1, 1918... e | . Io 
From Apr. 1, 1919... , d 9.98 
From Oct. 1, 1919... F ‘ . 14.07 
From Mar. 1, 1920... d 29.94 
From June 1, 1921... s . 40.5 
From Dec. 1, 1921... . . F J 52.25 
From Feb. 1, 1922... 
From Oct. 1, 1922... 
From Nov. 1, 1922... go 285 
From Dec. 1, 1922... 











From Jan. 1, 1923... 
From Feb. 1, 1923... 
From Mar. 1, 1923... 16 
From june I, 1923... 33 
From July 1, 1923... 109} 
From Aug. 1, 1923... 330} 
From Aug. 20, 1923.. 3,300) 
From Sept. 1, 1923... 13, 200 
From Sept. 11, 1923.. 8 33,000} 
From Sept. 18, 1923.. 198 , 000) 
From Sept. 25, 1923.. 660 440,000} 
From Oct. 2, 1923... 660, 000} 
From Oct. 10, 1923. . T , 320,000} 
From Oct. 13, 1923. . 2,640,000} 
From Oct. 18, 1923. . 13, 200,000) 
From Oct. 25, 1923. . 33 , 000, C00) 
From Oct. 29, 1923. . 132,000,000) 


SSS888888 88 ooanr. 





In Gold Pfennig 





Until July 31, ror4. . P ‘ 8.5 

From Aug. 1, 1914... .4- 8 
From Apr. 1, 1918... -Q-II 
From Apr. 1, 1919... o- 8. 
From Oct. 1, 1919... 2- 
From Mar. 1, 1920... -5- 
From June 1, 1921... -9- 
From Dec. 1, 1921... -5- 
From Feb. 1, 1922... .4- 
From Oct. 1, 1922... 2- 
From Nov. 1, 1922... .2- 
From Dec. 1, 1922... .S- 
From Jan. 1, 1923... 2- 
From Feb. 1, 1923... .6- 
From Mar. 1, 1923... a 
From June 1, 1923... a 
From July 1, 1923... .4- 
From Aug. 1, 1923... 37 
From Aug. 20, 1923. . -§- 
From Sept. 1, 1923... I- 
From Sept. 11, 1923.. I- 
From Sept. 18, 1923.. 7 
From Sept. 25, 1923.. .o- 
From Oct. 2, 1923... -4- 
From Oct. 10, 1923. . I- 
From Oct. 13, 1923. . I- 
From Oct. 18, 1923. . 
From Oct. 25, 1923. . 
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war by the principle which Secretary of the Treasury Helfferich 
had proclaimed for the tax policy: “not to aggravate the already 
heavy burden of the war by new taxes or increases of taxes.” 
As a consequence thereof, the passenger rates which had been 
established on May 1, 1907, remained unchanged until the end 
of March, 1918. It was only when the new transport tax got 
into force, on April 1, 1918, that the passenger rates were raised. 
But the increase in the returns was by no means a net profit 
for the railways as they now had to pay the new transport tax 
to the commonwealth. A second change of the rates took 
place on April 1, 1919, and other changes followed on October 1, 
1919, on March‘1, 1920, on June 1, 1921, on December 1, 1921, 
on February 1, 1922, on October 1, 1922, in each following 
month including March 1, 1923, on June 1, on July 1, on August 
1 and 20, on September 1, 11, 18, and 25, on October 2, 10, 13, 
18, 25, and 29. 

Passenger rates in the ordinary trains had risen, for instance, 
in the fourth class from 2 pfennig to 9 pfennig (4.5 times) at the 
end of the fiscal year 1920, to 29.58 pfennig (14.8 times) at the 
end of the fiscal year 1921, to 16 marks (800 times) at the end 
of the fiscal year 1922, and to 132 million marks (6,600 million 
times) at the end of the seventh month (October) of the fiscal 
year 1923. Passenger rates in the express trains had risen, for 
instance, in the first class from 8.47 pfennig to 60 pfennig (7.1 
times) at the end of 1920-21, to 148.09 pfennig (17.5 times) at 
the end of 1921-22, to 112 marks (1,323 times) at the end of 1922- 
23, and to 1,368 million marks (16,156 million times) at the end 
of the seventh month (October) of the year 1923-24. Calculated 
in gold—on the basis of the exchange rate of the mark in Amster- 
dam up to the end of 1919, of the dollar in Berlin from the begin- 
ning of 1920 on—the rates for the fourth and third classes were 
on each day after November, 1918, lower than before the war, 
and the rates for the second class were higher only in the last 
week of September, 1923, for the first class only in the last week 
of September, 1923, and on October 2, 1923. It would, moreover, 
be a mistake to assume that the revenue from the average 
passenger mile (in paper marks) had risen correspondingly to 
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the increase of the rates (in paper marks), and this for several 
reasons. The monthly and weekly commutation tickets had 
not been raised as much as the single tickets. The weekly 
commutation tickets which until 1919 were only sold to working- 
men can now be taken by everyone. Moreover, beginning with 
June 1, 1921, the railways issued fourth-class monthly commuta- 
tion tickets. Finally, there took place a general drifting in 
the lower classes. The percentage of trips made in the first 


TABLE II 


PRICE FOR I KM. FOR A DISTANCE OF 300 KM. (186 Mites) in GOLD PFENNIG 
(AVERAGES) 








Orprnary TRAINS Express TRAINS 





PERIoD 
1st Class 





Until July 31, 1914... 
From Aug. 1, 1914... 
From Apr. 1, 1918... 
From Apr. 1, 1919 
From Oct. 1, ro19 
From Mar. 1, 1920 
From June 1, 1921 
From Dec. 1, 1921 
From Feb. 1, 1922 
From Oct. 1, 1922 
From Nov. 1, 1922 
From Dec. 1, 1922... 
From Jan. 1, 1923... 
From Feb. 1, 1923... 
From Mar. 1, 1923 
From June 1, 1923 
From July 1, 1923 
From Aug. 1, 1923 
From Aug. 20, 1923 
From Sept. 1, 1923 
From Sept. 11, 1923 
From Sept. 18, 1923 
From Sept. 25, 1923 
From Oct. 2, 1923 
From Oct. 10, 1923. . 
From Oct. 13, 1923.. 
From Oct. 18, 1923 
From Oct. 25, 1923 
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class dropped from o.11 in the year 1913 to 0.07 in July, 1922, in 
the second class from 8.9 to 2.9, in the third class from 45.4 to 
22.0, and it rose from 45.6 to 75.0 in the fourth class. While 
in 1913 aS many trips were made in the fourth as in the third 
class, in July, 1922, almost three and one-half times as many 
trips were made in the fourth class as in the third class. 

As a consequence hereof the revenues from the passenger 
traffic, calculated in pre-war marks, dropped, as has been said, 
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from 965 million marks in the fiscal year 1913 to about 3 billion 
marks in the fiscal years 1920 and 1921 and to about 130 million 
marks in the fiscal year 1922. 

The revenues from the freight traffic amounted in the fiscal 
year 1913 to 2,141 million marks, in 1920 to 12,183 millions, in 
1921 to 34,964 millions, in 1922 to 1,938,740 millions. If we 
reckon again the figures for 1920, 1921, and 1922 in pre-war 
marks, we find as revenues for 1920 about 870 millions, for 1921 
about 1,500 millions, for 1922 about 1,800 millions. The real 
revenues from the freight traffic were then in 1920 about 4o 
per cent, in 1921 about 70 per cent, in 1922 about 85 per cent 
of what they had been in pre-war times. The minus against 
1913 is due for all years to the causes already mentioned—the 
reduction of the mileage, the diminution of the traffic, and the 
introduction of the transport tax—the particularly strong 
decrease in 1920, moreover, to the fact that freight rates were 
not raised in proportion to the depreciation of the currency. 

Until September 30, 1917, freight rates remained the same 
as in pre-war times. In order to shift the burden of the new 
transport tax, freight rates were raised 7 per cent on October 1, 
1917. Further increases took place as indicated in Table ITI. 

Freight-rates then were 6.8 times as high as before the war 
at the end of the fiscal year 1920, 35 times as high at the end of 
the fiscal year 1921, 8,575 times as high at the end of the fiscal 
year 1922, and 27,440 million times as high at the end of the 
seventh month (October) of the fiscal year 1923. Calculated 
in gold, freight rates were on each day from August 1, 1914, to 
May 31, 1922, lower than before the war,’ and they were higher 
only on comparatively few days after that. 


* The actual receipts per ton-mile lacked even more behind pre-war standards 
than the normal freight rates. While these were 11.2 times as high from April to 
October, 1921, as in 1913-14, the actual receipts per ton-mile were only 9.3 times 
as high in April, 9.9 times as high in May, 10.1 times as high in June, 11.4 times as 
high in July, 10.5 times as high in August, 11.6 times as high in September, and 
11.2 times as high in October. From November, 1921, to September, 1922, the 
corresponding figures were: 14.6 and 15.0, 21.9 and 22.1, 21.9 and 22.4, 29.2 and 
28.7, 35.0 and 29.9, 49.6 and 45.3, 59.6 and 47.2, 74.4 and 61.3, 93.1 and 74.4, 
93-1 and 76.9, 140 and 113. 
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Would it have been possible to make the railways self- 
supporting by increasing the rates more than has been done? 
It would mot have been possible. Rates certainly were raised 
pretty slowly in the fiscal year 1920. But a calculation which 
I have made, shows that even if the rates had been raised to the 


TABLE III 
NorMAL FReicHt RATES 








Pre-War RaTE=1 





Gold 








Until July 31, 1914 
From Aug. 1, 1914 
From Oct. 1, 1917 
From Apr. 1, 1918 
From Apr. 1, 1919 
From Oct. 1, 19190 
From Mar. 1, 1920 
From Dec. 1, 1920 
From Apr. 1, 1921 
From Nov. 1, 1921 
From Dec. 1, 1921 
From Feb. 1, 1922 
From Mar. 1, 1922.. 
From Apr. 1, 1922... 
From May 1, 1922 
From June 1, 1922 
From July 1, 1922 
From Sept. 1, 1922 
From Oct. 1, 1922 
From Oct. 15, 1922 
From Nov. 1, 1922 
From Dec. 1, 1922 
From 

From 

From June 1, 1923 
From July 1, 1923 
From Aug. 1, 1923 
From Aug. 20, 1923 
From Sept. 1, 1923 
From Sept. 11, 1923 
From Sept. 18, 1923. 
From Sept. 25, 1923. 
From Oct. 10, 1923. . 
From Oct. 13, 1923 
From Oct. 18, 1923 2,286,666 ,667 
From Oct. 25, 1923 6, 860,000,000 
From Oct. 29, 1923........ 27 ,440,000,000 
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utmost possible, the revenues from the passenger and freight 
traffic which amounted to altogether 16.8 billion marks could 
not have been increased by more than 6 billions, and the deficit 
in that year exceeded 13 billions. It must also be taken into 
account that if the rates had been raised as aforesaid, the expenses 
for the personnel and for the materials employed by the railways 
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would have been larger. I therefore believe that not more than 
two-fifths of the deficit of 1920 could have been saved by a 
more energetic rise of the rates, and then it must not be over- 
looked that if such drastic rise of rates had taken place, other 
branches of the administration of the commonwealth, the states 
and the communities would have suffered an increase of their 
expenses. In the fiscal year 1921, moreover, the rates went up 
so rapidly that a material reduction of the deficit by a further 
rise of rates was out of question. 

When I say that a large increase of the rates is not feasible, 
I do not mean that an increase of the railway receipts is impos- 
sible. But it must be reached by other means than by a general 
increase of rates. First of all, the receipts must be raised by 
providing that the tax from passenger and freight traffic which 
is now included in the price of transportation, and of which every 
customer of the railway believes that the railway keeps it, 
actually remains with the railway. The tax was introduced in 
1917-18 in order to make the commonwealth share in the net 
profits of the state railways. Today we have not any more 
state railways and the railways of the commonwealth work with 
a big deficit. Under these circumstances it seems absurd that a 
considerable part of the sums paid by the public to the railways 
of the commonwealth is taken from the railways and flows in 
the funds of the treasury in order to return to the administration 
of the railways of the commonwealth in form of interest-bearing 
contributions. The first condition for the elimination of the 
deficit in the operation of the railways is to free the commonwealth 
from the transport tax. 

While a general increase of the railway rates (aside from that 
necessitated by the depreciation of the mark) is not te be recom- 
mended, changes in detail might be taken into consideration. 
The rate system introduced on December 1, 1920, grants high 
rebates of the rate per mile for long distances. This is a measure 
which became only possible after the disappearance of the small 
state railway systems and which would have been most welcome 
under normal conditions. Butit had the effect that goods carried 
through Germany from one to another country are carried at 
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especially low rates, and since on account of the depreciated 
mark German freight rates were anyhow very cheap for foreigners, 
the foreigners took advantage—and as the German railways 
do not pay, perhaps undue advantage—of the cheap German 
transit rates. The international traffic of Europe has in fact 
become more and more what one may call a currency traffic; 
it seeks a mark-way as long as possible and a florin- and Swiss 
franc-way as short as possible. It makes every effort to use as 
much as possible a transit through Germany and imposes to the 
railways of the commonwealth a burdensome task which is of 
no advantage to German consumers or industry. Dutch potatoes 
bound for France are carried through Germany and not by way 
of Belgium. Czechoslovakia, which in pre-war times got her 
over-sea goods by way of Triest, receives them nowadays by 
way of Hamburg; she sends her exports of sugar and timber 
to the German north-sea ports and receives from there her 
imports. English coal destined for Italy which formerly went 
by ship to Genoa now goes by rail through all Germany. It 
would perhaps have been wise to diminish the rebates granted 
for long distances. Yet, the rate reforms of April, 1921, February, 
1922, and October, 1922, increased them. 

As to the passenger traffic, there are a good many reforms 
which may result in an increase of receipts or in a decrease of 
expenses. We have in Germany express tickets for first, second, 
and third class, and ordinary tickets for second, third, and fourth 
class. But while rates vary very much from class to class, 
first-class rates being about ten times as high as fourth-class 
rates, the fact that most of the passengers now travel fourth 
class brings it about that the average receipt per mile from all 
tickets is only about one-third higher than the receipts per mile 
in the fourth class. If all the passengers had traveled on fourth- 
class tickets, the receipts from the passenger traffic would have 
been smaller by only one-fourth. Or, to put it otherwise, if there 
had been instead of six different kinds of tickets only one kind, and 
if this uniform ticket had cost one-third more than the fourth- 
class ticket, railway receipts would not have been inferior to 
what they were. But railway expenditures would have been 
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much smaller on account of savings in the printing of tickets, 
in the control of the passengers, and, last not least, in the running 
of cars. It would of course be difficult to carry through such 
a radical reform, but it is easy to see that even a partial simplifica- 
tion would have a beneficial effect upon the finances of the rail- 
ways. 
III 

An essential increase of the receipts of the railways can only 
be obtained by an exemption from the transport tax. The rate 
policy should at any event tend more toward a reduction of 
expenses, especially through a greater uniformity of the passenger 
rates which might result in a more efficient use of the cars and in 
savings of personnel, savings in the manufacture of tickets, etc. 
As things stand, the main object of the future fiscal policy of 
the railways must altogether be a diminution of expenses. If 
we again neglect the service of the debt and the extraordinary 
budget, and if we classify the operating expenses proper into 
personal expenses and material expenses, we find the following 
results: the personal expenses have increased from 1,431 millions 
in 1913 to 16,326 millions in 1920; the material expenses have 
increased at the same time from 917 to 14,740 millions. The 
personal expenses were 11.4 times as high in 1920 as in 1913; 
the material expenses were 16.1 times as high. In 1921, the 
personal expenses amounted to 26,570 millions, the material 
expenses to 25,350 millions; this would mean an increase of the 
personal expenses to 18.6 times as much as 1913, an increase of 
the material expenses to 27.6 times as much. In 1922, personal 
expenses increased to 909,472 millions, material expenses to 
1,486,104 millions; personal expenses were 636 times as high as 
in 1913, material expenses 1,621 times as high. While in 1913, 
still 61 per cent of all operating expenses were personal expenses, 
the proportion of the personal expenses dropped to 53 per cent 
in 1920, to 51 per cent in 1921, and to 38 per cent in 1922; at 
the beginning of the fiscal year 1923 it was estimated at only 
29 per cent. This strong relative reduction of personal expenses 
deserves the more attention as almost all the critics of the 
deficit of the railways look only at the absolute increase of 
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personal expenses (in paper marks) and evidently do not realize 
that the huge total deficit of the railways, of which they complain 
so much and which in 1920 amounted to 17.6 billions (in the 
ordinary and extraordinary budget), exceeded the total personal 
expenses which were but 16.3 billions, so that if all the railway 
employees, from the minister down to the last switchman, had 
worked for nothing, the deficit would not have been entirely 
eliminated. 

This should, of course, by no means be a reason to neglect 
the possibilities of a reduction of personal expenses. Such a 
reduction could be reached by two methods: through the diminu- 
tion of the personnel and through a reduction of salaries and 
wages. But as the earnings of railway officials and workingmen, 
compared with the cost of living and compared with salaries 
and wages in the private industries, are by no means high (and 
have not been criticized, so far as I am aware, by anyone), 
the only possibility is the reduction of the personnel. 

The number of officials and workingmen employed by the 
state railways was in the average of 1913, 741,000; in the average 
of 1919—in spite of the reduction of the railway mileage— 
1,122,000, i.e., 51 per cent more. In the average of 1920, the 
number was still 1,090,000, in the average of 1921, 1,051,000, 
and in August, 1923, 999,000. This means still an increase of 
35 per cent against 1913. How is this strong increase of the 
personnel to be explained? ‘The main reasons are: first, the 
reduction of the hours of labor; second, the increase of the work 
to be done; third, the diminution of the efficiency of the 
employees; and fourth, the lack of freedom of the administration 
in appointing and dismissing employees. 

1. All experts agree that the eight-hour day involves a 
considerable increase of personnel, that it does not in itself 
hamper the operation of the railways, but that the schematical 
appliance of the eight-hour day, and especially the lack of 
distinguishing ‘‘on call” time from actual working time was most 
pernicious. In pre-war times a man could be employed—includ- 
ing his actual working time—for fifteen or sixteen hours a day. 
After the introduction of the eight-hour day, everyone was only 
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employed for eight hours, whether his work was tiresome or 
not. This has since been modified to a certain extent, so that 
persons doing very light work, and work which is necessarily 
very often interrupted, may now be employed twelve hours 
within twenty-four. 

2. The reduction of the hours of labor made itself felt the 
more as at the same time changes occurred in other conditions 
of labor which likewise resulted in an increase of personnel. 
Vacations were very much extended. The creation of works 
councils absorbed the time of many employees. The same is 
true of the payment of wages which has been considerably 
complicated by paying wages weekly where they were paid 
monthly in pre-war times, by the constant change of wages on 
account of the deterioration of the currency, and by the deduction 
of the income tax from the wages. But what caused more than 
anything else a considerable increase of the amount of work to 
be done was the necessary reconstruction of the railway equip- 
ment. Even if the war had been terminated by a peace more 
favorable to Germany, the German railways would have gone 
out of the war in a desolate state of affairs. Practically all the 
locomotives needed to be repaired, and the same is true of most 
of the cars. The lack of copper and other materials which are 
not produced in Germany but are imported, and could not be 
imported during the war, had led to the use of substitutes 
which had very much deteriorated the condition especially of 
the locomotives. No wonder that the obligation to surrender, 
after the armistice, 5,000 of the best locomotives, 20,000 passenger 
cars, and 150,000 freight cars, made the situation almost des- 
perate. While the Prussian-Hessian railways before the war 
employed 70,000 men in their repair shops, the number of such 


t The ministry of railways estimated at the end of 1920 that the extension of 
vacation days had increased the total personnel by 26,517; while in the work- 
shops in pre-war years 300 working days were the average for a workingman, the 
increase of vacation days resulted in a reduction to 280 working days. The works 
councils absorbed at the end of 1920, 2,212 officials and workingmen. The change 
from monthly wages to weekly wages resulted in an employment of 3,548 more 
clerks, and the deduction of income tax in the employment of 1,706 more clerks. 
Four thousand other clerks did nothing all the year around but compute the rises 
in salaries and wages due to the fall of the mark. 





GERMAN RAILWAYS AND GERMAN PUBLIC FINANCES 153 


workers was on November 1, 1918, 108,000; on January 1, 
I91Q, 143,000, and in July, 1919, 166,300. 

It may seem strange that in this connection the increase of 
work of the railway personnel is so much emphasized, while one 
might have expected a considerable reduction of work on account 
of the decrease of traffic. Such a retuction certainly has taken 
place to a large degree, but it would be wrong to conclude that 
a corresponding number of employees could be dispensed with. 
There are a good many operations to be done in railway work 
which require just as many men, whether they are repeated often 
or seldom during a day. One must employ just as many switch- 
men, whether eight trains pass or twelve. And as to the 
personnel on the trains, where one should expect in the first 
place a diminution, the reduction of the efficiency of the railways 
has partly even resulted in the employment of more men. The 
diminution of the rapidity of the trains, for example, has caused 
an employment of more personnel. This reduction of the rapidity 
of the trains, was necessary immediately after the war on account 
of the bad condition of the road and the lack of coal. The roads 
have since been rehabilitated but trains still run slow, because 
coal is so very expensive. It certainly would be better, how- 
ever, to reintroduce fast trains, because the economic damage 
which the passengers suffer by the loss of time is much more 
important than the small financial advantage which the rail- 
ways perhaps draw from the diminution of the rapidity of the 
trains. 

3. The reduction of the working hours made itself also felt 
the more as it was accompanied by a diminution of the efficiency 
of labor. The reasons for the diminution of the efficiency are 
manifold. If one will be just, one must attribute again a large 
part to the effect of the war. The under-secretary in the railway 
ministry, Mr. Stieler, stated in this connection: “We had to 
expect that our personnel would come back from the war over- 
strained, exhausted by hunger, and, as a consequence thereof, 
with lessened discipline.” The revolution which followed the 
loss of the war, of course, still diminished the sense for discipline. 
The minister of railways, Mr. Oeser, himself found this reaction 
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quite natural and laid the blame upon the former administration 
which in many respects had ill-treated the railway men. 

The efficiency of labor was the more reduced as after the war 
piece-work was prohibited. The hatred of piece-work on the 
side of the railway men was also due to a large extent to mistakes 
committed by the old administration. The former piece-work 
systems in the workshops were fake piece-work. They made it 
possible for the foremen to handle things as they pleased and to 
pay the workers, not according to their efficiency and industrious- 
ness, but according to political or similar reasons. But, of course, 
the sudden abolition of piece-work resulted in a great reduction 
of the amount of work done. To quote only one example: 
In September, 1918, a weekly reparation of 870 locomotives 
was done with a staff of 107,000 workers; in September, 1919, 
only 747 locomotives were repaired within a week, while 164,000 
men were employed. And this in spite of the fact that in 1918 
many women and war prisoners had been employed, who in 
the meantime had been replaced by skilled workingmen. But 
in 1920, piece-work was gradually reintroduced and efficiency 
of labor has since increased. 

Nevertheless, efficiency is still much less than before the war. 
The average work performed by the railway employees amounted 
in 1919 to 43 per cent of pre-war times; by the end of 1921 to 
60 per cent. But it must be taken into consideration that with 
the reduced traffic the average work performed by a man is 
necessarily somewhat smaller, and it must be further taken into 
consideration that what has happened to the railways has 
happened in private business too. From 1913 to September, 
1921, the number of railway employees had increased by 35.4 
per cent, the number of employees in the mines by 36.4 per cent, 
while the work performed had decreased to 82.6 per cent in the 
case of the railways and to 82 per cent in the case of the mines. 
It may seem strange that in Germany everyone gets very much 
excited about the considerable number of employees on the 
railways, while practically nobody pays any attention to the 
increased workingmen in the mines, or clerks in the banks, etc. 
The reason is that everybody knows that it is after all out of his 
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pocket that the personal expenses of the railways of the common- 
wealth have to be paid; while most people imagine that the 
wages of the miners and the salaries of the bank clerks are not 
borne by themselves but by others. This, however—under present 
conditions in Germany—is a mistake. As there is practically 
no competition from abroad, the mine owners fix the prices 
according to cost of production, and every German citizen has 
to bear avoidable and unavoidable cost of the operation of the 
mines just in the same way as he has to bear avoidable and 
unavoidable expenses of the operation of the railways. 

4. The reduction in the intensity of labor was still aggravated 
by the obligation of the administration to appoint incompetent 
employees, and the efforts to increase again efficiency of labor 
were hindered by impediments in the dismissal of less efficient 
men. First of all, the personnel at the end of the war was not 
what it used to be. At the beginning of the war, 104,000 officials 
and workingmen of the Prussian-Hessian railways had been 
called to the army or to the military railway service, and especially 
the strongest and most efficient men were thus withdrawn from 
the service of the domestic railways. In the course of the war, 
more and more railway men were called to the field, and it became 
more and more difficult for the domestic railway administration 
to replace them. At last all the vacancies were filled by young- 
sters, who could not enter the army, and by women. In 1917 
and 1918, about 215,000 men, i.e., 38 per cent of the force 
employed before the war, were away from the domestic railway 
service; in 1918, the proportion of women was as high as 16.5 
per cent. The principles which then prevailed in the re-establish- 
ment of the personal apparatus after the war were most disas- 
trous. The greatest mistake, perhaps, which was made was 
the indiscriminate appointment of unemployed workmen; a 
mistake which is easily explained by political and social reasons. 
It seemed impossible to send into the streets the hundred thou- 
sands of men employed in war industries, and public opinion 
thought that the railways, which belonged to the state, were the 
right place to occupy the unemployed. The state railways 
had also to take charge of a large number of officials and working- 
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men who came from the ceded territories. Moreover, a large 
number of mutilated soldiers were put to railway work. On 
October 1, 1921, not less than 65,000 incapacitated war veterans 
were employed by the railways. 

All this would not have been so bad if the railway administra- 
tion had at least been free in the dismissal of superfluous per- 
sonnel. But this was not the case, because the demobilization 
laws forbade that an employer dismiss any man before he 
shortened the regular hours of labor. It is hardly necessary to 
expressly state that the knowledge of these provisions did not 
increase the industriousness of the workingmen. It was only 
in 1920 that the railway administration succeeded in getting 
permission to dismiss a large number of workingmen, with the 
result that in Prussia the men employed in the railway shops 
decreased from 151,000 on January 1 to 122,000 on March 1. 
The difficulties of dismissing men were further enhanced by the 
fact that the states, just before the transfer of their railways 
to the commonwealth, promoted about 100,000 employees of 
the non-official ratings to the rank of officials and thus—as all 
the officials are life-long employees—made it impossible once 
forever to dismiss these men. The result was that the number of 
officials increased from 377,000 in the fiscal year 1919 to about 
445,000 in the fiscal year 1921, while at the same time the number 
of workingmen decreased from 744,000 to about 606,000. This 
meant an increase of the officials by about 68,000, while at the 
same time the total personnel decreased by 71,000. The per- 
centage of officials among the total number of employees increased 
from 34 to 42. The effect of this procedure was that the margin 
for the reduction of personnel became much smaller, and another 
difficulty which arose from the promotion of workingmen to 
officials was that the same men from the very moment that they 
became officials declined to perform certain work which they 
readily had done before. To be sure, it will be possible, after all, 
to somewhat diminish the number of employees, and there is no 
question that it is very desirable, from an economic and moral 
standpoint, that the railways only employ as much personnel 
as is absolutely necessary. But the savings which can be 

















GERMAN RAILWAYS AND GERMAN PUBLIC FING NCES 


effected as to the personal expenses comes be 
large. 

The situation is quite different as to the mdterial expenses. 
The percentage of the material expenses among the total expenses 
has risen from 39 to 71. But these figures do not even show 
the total change which has occurred, since the personnel has 
increased very much in the last ten years, while the amount of 
raw materials and manufactured goods purchased by the railway 
administration has decreased. The main reason for the enormous 
increase of material expenses must then be found in the extraor- 
dinary rise of prices. But a few words may first be said as to 
the amount of the materials used. 

The abolition of the piece-work has increased a good deal the 
personal expenses. In a similar manner, the abolition of the 
premiums for saving coal and oil in running the locomotives led 
to an increase of the material expenses, since the personnel of 
the trains was not any more interested in an economic use of those 
materials. But as the premiums for saving coal and oil have been 
reintroduced long ago, this fact has lost its importance and can 
only be used in explaining the consumption of coal, especially 
high in the year 1919. 

The consumption of coal in running the locomotives was 
already much larger during the war than in former times. While 
it amounted to 51 pounds per locomotive mile in the fiscal years 
1913 and 1914, it rose to 54 pounds in 1915, to 59 pounds in 
1916, to 64 pounds in 1917, to 70 pounds in 1918, and to 78 
pounds in 1919. In the fiscal year 1920, it dropped to 70 pounds; 
in 1921 and 1922, to 64 pounds. Even taking into consideration 
that at present much heavier locomotives are used than in 
pre-war times, it will be safe to say that an additional consump- 
tion of 20 per cent was necessary on account of the use of worse 
coal, that is to say, unclean coal and coal not fit for railway 
service, and of the use of coke. 

The greatest drawback in the supply of the railways with 
coal consists since a number of years in the fact that coal is 
delivered in an unclean shape; that is to say, mingled with stones. 
The efforts to get cleaner coal were partly successful during the 
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war, because the military authorities backed the railway adminis- 
tration. But after the political revolution, the quality of the 
coal became much worse. Minister Oeser stated once: “Imagine 
what it means economically when, in a single day, in one railroad 
district, 154 trains are kept on the road under steam, because 
the bad coal has not sufficient power to make the locomotives 
run.” In the meantime, a certain progress has been achieved, 
but, in view of the helplessness of the railway administration in 
dealing with the mine owners—due to heavy competition among 
the coal buyers—a decisive progress is not to be expected for 
some time to come. 

Another misfortune is that the railways are not sufficiently 
provided with coal and that they have been getting coke as a 
substitute since the end of 1914. Coke can only be valued at 
from 80 to go per cent of good coal, and yet coke has a higher 
price. 

The uncleanliness of the coal and the obligation to use 
unfit and expensive coke explain for the fact that the proportion 
of the expenses for fuel as compared with the total operating 
expenses have not decreased in spite of the considerable reduction 
of traffic. But the uncleanliness of the coal, and the obligation 
to use coke, cannot be responsible for the fact that this proportion 
has increased from g per cent in 1913 to 18 per cent in 1921, and 
was estimated at 22 per cent for 1923. One reason for this 
increase is the introduction of the coal tax on August 1, 1917. 
It amounted at first to 20 per cent of the selling price of the coal, 
was increased to 40 per cent as from April 1, 1922, and re- 
duced to 30 per cent as from April 1, 1923. But the tax was 
abolished on October 15, 1923, and yet there is no hope whatso- 
ever that the expenses for coal will be smaller than was estimated 
a year ago. For coal prices are now in Germany much higher 
than they were when the 40 per cent coal tax still prevailed. 
The attempt to catch world-market prices in spite of the depreci- 
ation of the currency was indeed most successful in these last 
months. Moreover, on September 17, gold-prices were intro- 
duced and fixed—for instance for the Ruhr coal—at 28.08 gold 
marks per ton as against 11.25 marks before the war. These 








gold-mark prices which were expected to be stable were increased 
one week later to 38.46 gold marks! They were reduced to 


TABLE IV 
Pit PRICE PER TON OF RUHR COAL, APRIL 1, 1914, TO OCTOBER 31, 1923 
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Goitp Marxs 
PErrop PaPer Marks 

Lowest Highest Average 
Apr. 1, 1914—July 31, 1914............ 11.25 Ir.25 11.25 11.25 
Aug. 1, 1914—Mar. 31, 191S...........- 11.25 9.69 10.70 10.21 
Apr. 1, 1915—Aug. 13.25 II.25 11.68 Il .44 
Sept. 1, 1915—Dec. 14.25 9.35 12.29 10.59 
Jan. 1, 1917—Apr. 16.25 10.13 II .39 10.92 
May 1, 1917—July 18.25 9. II.59 10.84 
Aug. 1, 1917—Sept. 21.90 II.73 12.56 12.29 
Oct. 1, 1917—Aug. 24.30 12.53 19.50 15.64 
Sept. 1, 1918—Dec. 26.85 11.96 18.07 14.53 
Jan. 1, 1919—Apr. 41.30 12.30 20.98 17.12 
May 1, 1919—June 61.30 16.76 24.51 19.58 
June 16, r919—Sept. 30, 1919............ 67.40 9-95 24.05 16.44 
Oct. 1, 1919—NoOV. 30, IQIQ...........- 77.90 7.06 14.390 10.81 
Dec. 1, 1919—Dec. 31, 1919............ 86.90 7.41 8.83 8.05 
Jan. 1,1920—Jan. 31, 1920............ 106 .go 4-53 9.23 6.92 
Feb. 1,1920—Feb. 29, 1920............ 149.70 6.06 6.90 6.34 
Mar. 1, 1920—Mar. 31, 1920............ 168 .0o 7.05 10.22 8.41 
Apr. 1,1920—Apr. 30, 1920............ 192.40 12.06 15.09 13.54 
May 1, 1920—Mar. 31, 1921............ 198.40 9.49 25.05 14.37 
Apr. 1, 1921—Aug. 31, 1921............ 227.40 10.49 16.41 13.40 
Sept. 1, 1921—NovV. 30, 1921............ 253.90 3-44 12.46 6.17 
Dec. 1, 192I—Jam. 31, 1922............ 405.10 7.21 10.28 8.86 
Feb. 1,1922—Feb. 28, 1922............ 468.10 8.60 10.05 9.46 
Mar. 1, 1922—Mar. 31, 1922............ 601.70 7.45 10.98 8.07 
Apr. 1, 1922—Apr. 19, 1922............ 713.20 9.18 10.06 9.88 
Apr. 20, 1922—June 30, 1922......... 907.50 10.19 15.12 12.60 
July 1, 1922—July 1,208 . 7-57 12.61 10.28 
Aug. 1, 1922—Aug. 1,513 3.22 9.86 5.60 
Sept. 1, 1922—Sept. 4,105 10.34 13.78 11.76 
Oct. 1, 1922—Oct. 5,055 4.72 11.69 6.67 o 
Nov. 1, 1922—Nov. 8,114 3-72 7.49 4.81 
Nov. 16, 1922—Nov 14,011 6.70 9.52 8.07 
Dec. 1, 1922—Jan. 22,763 9.15 15.66 12.02 
Jan. 12, 1923—Jan. ; 38,044 3.26 15.43 7.01 
Feb. 1, 1923—Feb. 68,411 6.80 -57 7.48 
Feb. 9, 1923—Mar. 123,356 16.65 27.40 23.36 
Apr. 1, 1923—May 114,117 10.41 22.73 16.39 
May 16, 1923—May : 143,510 8.67 13.28 10.79 
June 1, 1923—June 221,200 8.60 14.86 11.34 
June 15, 1923—June 336,200 9.53 13.11 II.o1 
June 25, 1923—July 528,000 12.60 19.40 14.37 
July 9, 1923—July 835,000 17.88 10.47 18.72 
We, 17, 1923—July 1,391,000 7.52 20.21 4 
uly 27, 1923—Aug. 2,083 ,000 7-95 II.51 .61 
Aug. 2, 1923—Aug. 5,158,000 4.40 19.68 7.04 
Aug. 9, 1923—Aug. 19, 1923..........-- 23,267,000 20.10 36.17 28.42 
Aug. 20, 1923—Aug. 26, 1923...........- 37:984,000 28.90 37-97 32.17 
Aug. 27, 1923—Sept. 2, 1923...........- 70,707,000 26.98 52.25 36.37 
Sept. 3, 1923—Sept. 9, 1923...........-. 91,913,000 7.28 39.78 14.97 
Sept. ro, 1923—Sept. 16, 1923..........++ 168 , 700,000 7.38 13.97 8.05 
es is S . . .  cotsucckenenesivetassceces 28.08 28.08 28.08 
ere errr sere ens 38.46 38.46 38.46 ~ 
ee POT ttre. 24.44 24.44 24.44 

















24.44 gold marks as from October 15, when the coal tax was 
abolished, but are still higher than almost at any time before 


August 9, 1923. 
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Yet, if one looks back to the five-year period which followed 
the war, one finds that the mine owners were not the ones who 
took the greatest advantage of the railway administration. The 
iron magnates certainly, most of the time, made still higher 
profits. While the price of the coal (calculated in gold)—not- 
withstanding the coal tax—was until February, 1923 (the 
beginning of the ‘“‘mark stabilization”), in general not much 
higher and quite often lower than in pre-war days, the price of 
rod iron was almost all the time higher and quite often consider- 
ably higher than before the war. Here too a stabilization of the 
prices was attempted a few months ago. The price per ton was 
fixed at 185 shillings (177 gold marks) as from August 3, at 190 
shillings (181 g.m.) as from August 22, at 219 shillings (209 g.m.) 
as from September 11, and at 210.60 shillings (201 g.m.) as from 
October 24, against 95.50 gold marks in July, 1914." 

What are now the means to reduce the expenses of the 
railway administration for the materials it needs? In order 
to answer this question, one must first of all realize that the 
prices paid by the railways were already very, very high in pre- 
war times. While great economy, and sometimes too great 
economy, was observed in fixing salaries and wages, the trusts 
got prices which left them by far too large profits. It is a well- 
known fact that in pre-war times German manufacturers sold 
many goods cheaper abroad than to the German state railways. 
It is, of course, very difficult to say how much the German state 
railways were overcharged before the war. A report of the 
railway men’s union has estimated it at 20 per cent on an average. 
The profits made by the manufacturers, and especially by the iron 
and steel manufacturers, during the war were in Germany what 
they were in almost every belligerent country, and yet this was 
a small matter compared with what happened after the war. 
There was one factor which, in this connection, was especially 
favorable to the industrialists. While formerly the repairing 
of the locomotives and the cars had been exclusively done in 


* The price per ton was 142.50 marks (121.60 g.m.) in July, 1915, 195 marks 
(142.50 g.m.) in July, 1916, 225 marks (129.70 g.m.) in July, 1917, 235 marks 
(132.60 g.m.) in July, 1918. 
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PRICE PER TON OF Rop IRON IN OBERHAUSEN, JANUARY 1, 1919, 





TO OCTOBER 31, 1923 




















Gotp Marks 
PERIOD Parer Marks 
Lowest Highest Average 

jan. I, 1919—Jan. 31, IOTO.......... 335 158 170 165 
eb. 1, 1919—Apr. 130 2Ir 176 
May 1, 1919—July 134 220 168 
Aug. 1, 1919—Sept. 110 193 15 
Oct. 1, r9o19—Nov. 98 184 13 
Dec. 1, 1919—Jan. 14 177 137 
Feb. 1, 1920—Feb. 105 120 110 
Mar. 1, 1920—Mar. III 161 133 
Apr. 1, 1920—Apr. 229 286 257 

ay 1,1920—June 236 4 314 
july I, 1920—Oct. 156 31 223 
Yov. 1, 1920—Apr. 117 185 153 
May 1, 1921—May mmr 127 120 
yy I, 1921—June ror 119 109 
uly 1, 1921—July 98 110 104 
Aug. 1, 1921—Aug. 99 112 107 
Sept. 1, 192t—Oct. 55 120 87 
Oct. 20, 1921—Nov. 43 86 67 
Nov. 10, 1921—Nov. 64 77 69 
Dec. 1, 1921—Jan. 89 127 Ir1o 
Feb. 1, 1922—Feb. 102 121 112 
Mar. 1, 1922—Mar. 87 129 104 
Apr. 1, 1922—June 126 163 141 
June 20, 1922—June 119 140 130 
July 1, 1922—July 72 120 98 
Aug. 1, 1922—-Aug. 98 127 108 
Aug. 8, 1922—Aug. 70 116 97 
Aug. 19, 1922—Aug. 51 86 66 
Sept. 1, 1922—Sept. 127 148 136 
Sept. 11, 1922—Sept. 118 142 130 
Oct. 1, 1922—Oct. 7° IIs 93 
Oct. 11, 1922—Oct. IIs 134 122 
Oct. 18, 1922—Oct. 77 118 or 
Oct. 25, 1922—Oct. 92 100 96 
Nov. 1, 1922—Nov. 66 122 I 
Nov. 8, 1922—Nov. 71 92 I 
Nov. 25, 1922... ccc 113 II3 113 
Nov. 16, 1922—Nov. 105 149 126 
Dec. 1, 1922—Dec. 122 134 125 
Dec. 6, 1922—Dec. 145 202 159 
Dec. 20, 1922—Jan. 113 169 146 
an. 10, 1923—Jan. 126 128 127 
an. 12, 1923—Jan. 90 144 123 
an. 17, 1923—Jan. 74 04 84 
an. 24, 1923—Jan. 61 112 87 
an. 31, 1923—Feb. 74 97 88 
eb. 7, 1923—Feb. 132 145 138 
Feb. 9, 1923—Feb. 180 202 190 
Feb. 14, 1923—Feb. 212 263 240 
Feb. 21, 1923—Apr. 190 226 204 
Apr. 11, 1923—May 108 202 147 

ay 10, 1923—May 114 130 122 
May 10, 1923—May 103 125 r10 
May 25, 1923—May 107 137 124 
une 1, 1923——June 000 109 137 117 
une 6, 1923—June 000 101 142 126 
une 15, 1923—June 000 06 133 III 
une 25, 1923—June 000 135 148 141 
June 27, 1923—July 000 121 134 128 
uly 6, 1923—July 000 150 150 150 
July 9, 1923—July 000 164 17t 166 
uly 13, r1923—July 000 184 193 189 
July 17, 1923—July 0,000 199 199 199 
uly 20, 1923—July 5,000 61 162 102 
BE GR SE ss ctanebenninddeeces 13,377,000 74 74 74 
July 28, 1923—Aug. 2, 1923.....cccccfeccccecccccees 113 113 113 
SD. 5 DR BE BR, < caccccadleactsacveacded 177 177 177 
BUR: 90, BOGE “EEE: BE, BOGE. o.oo cccccckovcvccssscsoes 181 181 181 
ee OE, SOUT, GR, BNR. no osc cstelosescceseseces 209 209 209 
Ga: 0b, SURE, BE. POUR. a scccccndhseneecasessans 
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the state workshops, the railway administration was compelled, 
beginning with January, 1919, to employ private shops for the 
repair of locomotives, because the state workshops were over- 
burdened. The financial experiences which the railways met 
with this kind of contracts were appalling. It was by no means 
an exception that private workshops charged double as many 
hours for a certain reparation as were required in the state 
workshops. The manufacturers succeeded also, after the war, 
in getting over and over again emergency contracts in order to 
reduce unemployment and these contracts often were not ful- 
filled when orders could be obtained from foreigners at still 
higher prices. But the greatest damage was done to the railway 
administration through the immoderate increase of prices for 
locomotives, cars, rails, and so on. In spite of the low cost of 
production in Germany, the railways had, in general, to pay 
prices which corresponded to the imported raw materials. This 
principle was also applied to the sale of cars, although the price of 
the imported raw materials was here of not much consequence. 
But the manufacturers shared this opinion only when the prices 
of raw materials fell. They had, for instance, explained the 
enormous increase of prices of locomotives in 1920 by the increas- 
ing prices of iron. But in the spring of 1921 the price of iron 
dropped to less than one-half; when then a representative of 
the manufacturers was asked why the price of locomotives had 
not followed the drop in the price of iron, he answered: ‘‘The 
price of iron is only responsible for 4 per cent of the price of 
locomotives; if, then, the price of iron decreases by 50 per cent, 
the price of locomotives can only decrease by 2 per cent.’’ 

The first measure which inight have a beneficial influence 
upon the trend of prices would be the extension of the railway 
workshops owned by the commonwealth. They should not 
only make all the repair work, as was done up to 1918, but they 
should produce at least such a part of the cars needed by the 
railways that the private manufacturers of locomotives and cars 
would be obliged to forego their immoderate profits. The 
development of the railway workshops would at the same time 
offer the possibility of usefully employing the railway officials 
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and workingmen who now are superfluous. It may also be 
advantageous to make contracts with foreign competitors in 
spite of the political difficulties which might arise from such a 
procedure. It is true, one cannot predict with absolute certainty 
how this fight between the railway administration and the indus- 
trialists would end. It might be that the owners of the raw 
materials, especially the owners of the coal and the iron, should 
make so great difficulties to the enlarged workshops of the 
commonwealth that these shops would encounter very high cost 
of production—with the result that the expenses of the railways 
would not decrease. In this case the only possible issue would 
be that the railway administration acquires the necessary coal 
mines, iron and steel works, and thus follows the example of the 
big German private concerns which, at the same time, own coal 
mines, iron and steel works, etc., and produce manufactured 
goods. 

If these large measures and the small measures mentioned 
before are put into effect, it will be possible to soon reduce the 
deficit of the railways and to finally make them self-supporting. 
But it will be impossible for some years to come to get a surplus 
out of the railways. This would also be impossible if the railways 


were transferred to private ownership. 


R. R. Kuczynski 
BERLIN-SCHLACHTENSEE 


THE SINGLE-TAX COMPLEX OF SOME 
CONTEMPORARY ECONOMISTS 


I. CHARGE AND COUNTER-CHARGE 


The attitude of mind with which, in the opinion of many single 
taxers, college and university professors of economics consider 
arguments for the single tax is similar to that with which, in 
L. Frank Baum’s well-known book for children, The Road to Oz, 
the shaggy man considered the road to Butterfield. Dorothy 
had undertaken to show him the road. 

After a while they came to the place where five roads branched in differ- 
ent directions; Dorothy pointed to one, and said: 

“That’s it, Shaggy Man.” 

“T’m much obliged, miss,’’ he said, and started along another road. 

“Not that one!” she cried; “You’re going wrong.” 

He stopped. 

“T thought you said that other was the road to Butterfield,” said he, 
running his fingers through his shaggy whiskers in a puzzled way. 

“So it is.” 

“But I don’t want to go to Butterfield, Miss.” 

“You don’t ?” 

“Of course not. I wanted you to show me the road, so I shouldn’t 
go there by mistake.” 

“Oh! Where do you want to go to, then?” 

“T’m not particular, miss.” 

Whether the above can be regarded as at all an applicable 
simile, the reader shall judge as we proceed. But it does seem 
to be a fact that the majority of teachers of economics, or, at 
least, of those who write our current textbooks on economics 
and on public finance, have long regarded single-taxers as utterly 
unsound thinkers whose economic philosophy should be by 
all means clearly and definitely discredited. Of the authors 
whose books have been most widely used as texts during the last 
decade or two, a considerable number are severely critical of 
single tax, some are non-committal, and perhaps not more than 


* Chicago: The Reilly & Lee Co., 1909, p. 17. 
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two or three are at all sympathetic. The unfriendly majority 
would, however, resentfully scout the suggestion of single-taxers 
that they (the teachers of economics and the writers of economics 
texts) are themselves prejudiced or that they are in any sense 
the spokesmen of a class; rather would they insist that they are 
merely the servants of logical thinking and scientific methods, 
setting forth the truth to which that thinking and those methods 
have led them. 


2. THE SINGLE TAX AS A DETERRENT TO THRIFT! 


It does appear, unfortunately, to be the case that some 
economists of high academic position, who have specialized for 
many years on the very subject of taxation, have nevertheless 
failed to grasp entirely the theory on which support of the single 
tax is based. Whether this fact has any significance. we need 
not yet inquire. Nor is it worth while for the writer to mention 
here certain misapprehensions to which allusion has been made 
elsewhere.* But a few recent illustrations of apparent lack of 
comprehension of the single-tax theory may be cited. 

In his elementary text for high schools, entitled Essentials 
of Economics,? Professor Fred Rogers Fairchild says: 


One of the clearest lessons of the world’s economic history is that the 
most efficient use of the land comes when it is in the hands of private owners. 
Governments have proved to be very poor landowners To obtain 
the fullest product from the land there must be careful, painstaking, intensive 
cultivation. The individual owner will give his land this kind of cultivation. 
It belongsto him. All that he does to improve it by hard labor and “loving’’ 
care, all that he spends for draining and fertilizing, are for his own gain 
and for his family. He will work and spend to improve his land, and the 
crops will increase accordingly. The marvelous results of the care and labor 
of small landowners in increasing the fruitfulness of the land are to be seen 
all over the world. Exactly the opposite has come from government-owned 
lands. 

“Now the land is the final source of all the wealth that satisfies our 
wants and makes life possible and enjoyable. Anything that increases the 
product of the land is a benefit to mankind. Anything that would reduce 


* See Economic Science and the Common Welfare, Part II, chap. v1. Columbia: 
Missouri Book Co., 1923. 
2 New York: American Book Co., 1923. 
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the productivity of the land would be a world calamity. Therefore, in 
spite of some evils resulting from the private ownership of the land, we 
conclude that a change to government ownership would be a mistake. 

‘A change which is vigorously advocated by some people is known as the 
single tax. The final goal of the “single-taxers” is a tax of 100 per cent on 
the economic rent of the land. They would like to see the government 
take away from the landowners the entire economic rent. Since, as we 
have learned, the value of land depends on its economic rent, this would 
be equivalent to taking away the entire value of the land. The single 
tax is ultimately land nationalization.* 


In his second following paragraph, Professor Fairchild goes 
on to say that in “‘its extreme form, the single tax is open to the 
objections already raised against land nationalization.” This 
he says without any qualification whatever. It would seem clear, 
therefore, that Professor Fairchild really believes that a tax of 
100 per cent on the rental value of land, with no tax at all upon 
the products of labor including what is spent for draining and 
fertilizing land, would “reduce the productivity of the land.’” 
Or else Professor Fairchild understands the single tax to be— 
what it certainly is not in the minds of its most intelligent advo- 
cates—a scheme to tax the value of drainage, fertility, etc., 
put in by, or dependent for maintenance on, the individual 
owner. Professor Fairchild’s statement that this* would “reduce 
the productivity of the land’ must mean, if it means anything, 
that people will work harder and produce and save more when 
their taxes are proportional to their productiveness and thrift 
than when their taxes are so proportioned to the advantages of 
the sites they occupy that improvements in drainage or in the 
fertility of their lands, more and better buildings, improved 
machinery, greater productiveness, etc., will not at all increase 
their taxes.4 This is certainly the interpretation which the high- 


* Italics here are the present writer’s. 

* See remarks quoted from Professor Fairchild on land nationalization. 

3 Land nationalization, but, as pointed out above, he tells us that 100 per cent 
single tax is open to the same-objections. 

4 Professor J. E. LeRossignol in his recent Economics for Everyman, p. 273 
(New York: Holt, 1923), discussing the single tax, says that “public ownership 
of land” which he apparently regards as the same thing, “would interfere seriously 
with the improvement of land.” 
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school student, if he thought about the matter, would be obliged 
to put on the passage. And this is the impression which the 
high-school teacher—often untrained in economics and supposing 
that the conclusions stated must be correct since they are those 
of a professor of economics in a great university—will get. Is 
the conclusion a true one? 

But perhaps Professor Fairchild is troubled by the fear that 
no one would want to hold title to land if its economic rent 
were taxed roo per cent, whereas people do want to own it when 
the land is taxed much less, as now, but every building or improve- 
ment put upon or into the land is also taxed. If a farmer should 
have to pay a site-value or bare-land-value tax of, say, $100 a 
year, representing the full rental value of his farm not counting 
buildings, machinery, growing crops, fruit trees, installed drain- 
age, maintained fertility, etc., he would, on this theory, not care 
to hold title to the land upon which and into which all these 
improvements were put. But if, paying a much smaller tax 
on the bare land, he had to pay additional taxes for each of these 
improvements, then he would be very anxious to hold title, 
even if, as might easily be the case with highly improved property, 
his total taxes were larger. 

Let us digress a moment to the case of urban land which, 
for the purposes of the present argument, is analogous. The 
present writer’s house is built on a lot the net rental value of which 
probably does not exceed $40 or $50 a year. Professor Fairchild, 
if he holds to the theory under discussion, would have to say 
that a tax of that amount would destroy the incentive to owner- 
ship. (He does say that “the single tax is ultimately land 
nationalization.””) The owner’s actual tax on house and lot 
comes to $70 or $80. The house is half stone and so is not remov- 
able. Can it be that the owner’s interest in his home and his 
desire to hold title to the lot on which it is built would be less 
if the lot were taxed at full rental value than it is when all the 
property is taxed? Is it not a reasonable conclusion that men 
would want title—even with the 100 per cent extreme of single 
tax—to the land in which and on which they possessed valuable 
improvements, and that they would be as thrifty and as eager 
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to make such improvements if their taxes were not increased 
because of them ?? 

But let us turn back to Professor Fairchild’s discussion of 
private ownership of land versus nationalization, in which 
agricultural land seems to be especially referred to. ‘The 
individual owner,” he says, will give the land “this kind of 
cultivation (careful, painstaking, intensive). It belongs to 
him. All that he does to improve it by hard labor and ‘loving’ 
care, all that he spends for draining and fertilizing, are"for his 
own gain and for his family.” Asa matter of fact, under existing 
tax laws, “‘all that he does to improve it by hard labor and 
‘loving’ care, all that he spends for draining and fertilizing,” 
are not “for his own gain and for his family.” The more the 
owner improves his land the more he has to contribute of his 
income to the state. What Professor Fairchild says of the present 
system in his desire to defend it against land nationalization (in 
his view the same thing as 100 per cent single tax) is distinctly not 
true of the present system but would be true under the single tax. 

One wonders whether Professor C. C. Plehn, also a specialist 
in taxation, had the similar view which a passage from his 


Introduction to Public Finance? seems clearly to imply: 
The reference to Mexico, considered in the light of its context, 
appears to be an attempt at an inductive proof that every tax, 


Every tax tends to repress the development of the particular phenomenon 
on which it rests. A single tax of any kind} will tend to defeat its own ends 
by repressing the existence of the phenomenon which gives the signal for 
its assessment. In Mexico land is not taxed, but if the farmer kills a cow, 
or sells a crop, he is taxed. Naturally this discourages any extension of 
the uses of land that involve this disagreeable consequence. The experience 
of nations which has led them to diversify the forms of their taxation is, 
therefore, supported by theoretical considerations. 


* Of course it may be argued that the more people are taxed the harder they 
will feel obliged to work. Relieving non-landowners of some of their taxes might 
then enable them to do less. But, on the same principle, taxing some landowners 
more might make them do more work. 

2 4th ed. (New York: Macmillan, 1921), p. 88. Cf. comments on the passage 
cited, by Professor Jacob Viner, in article entitled “Textbooks in Government 
Finance,” Journal of Political Economy (April, 1922), pp. 250~51. 

3 Italics are the present writer’s. 
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including the single tax on land values, is repressive. But, 
as Professor Viner has pointed out,’ “this may be a valid argu- 
ment against a tax on the slaughter of cows, but it is not a suffi- 
cient demonstration that a tax on land values would repress 
the use of land.” 

Whether a single tax on land rent could provide all the neces- 
sary revenue for our common needs or whether there may not 
be special reasons for levying certain other taxes is not relevant 
to the present problem. The point is that if a 100 per cent 
tax on rent should be sufficient and if it should be the only or 
“single” tax levied (this being, according to Professor Fairchild, 
the same thing as land nationalization), then indeed, and only 
then would ali that the owner of land might do “to improve 
it by hard labor and ‘loving’ care” and aij that he might spend 
“for draining and fertilizing” be ‘“‘for his own gain and for his 
family.” 

It should be noted that Professor Fairchild (and likewise 
Professor Plehn) does not base his statement upon any alleged 
impossibility of separately assessing land and improvements. 
Professor E. R. A. Seligman, in attempting to make good the 
contention that a single tax would rest more heavily on agri- 
cultural than on urban districts, found himself compelled to 
note the arguments of those who insist that the owners of agri- 
cultural land should not and would not be taxed on the value 
of fertility, drainage, and other such elements put in or main- 
tained by their own efforts and investments. His answer was 
that it is impossible to separate the value produced by the 
owner from. the value socially produced. The only evidence 
the present writer could find adduced for this statement was the 
allegation’ that this is not easy to do, that “it is quite impossible 
in practice, to distinguish improvements on the land from im- 
provements in the land,”’ and the statement that “no attempt 

* Loc. cit. 

? Essays in Taxation, p. 77 and footnote on p. 91. oth ed. New York: 
Macmillan, 1921. 

3 Professor Seligman’s phraseology is a bit confusing. For what is wanted is 
to differentiate between bare-land values on the one hand and improvement values 
of any sort on the other hand. 
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is ever made, in assessing land values, to differentiate between the 
two.” 

Doubtless such differentiation would involve difficulties. 
In practice there might be considerable variations from the 
ideal of accuracy. But even with noticeable imperfections of 
assessment it is possible that, by seriously attempting to tax 
land values rather than improvements, we might penalize thrift 
and the improvement of land very much less than we now do. 

An unbiased inquirer would not, perhaps, be primarily 
concerned with listing difficulties as arguments against the single 
tax. One suspects that he would endeavor first to ascertain 
what economic consequences would be likely to ensue from the 
application of a bare-land-value tax, and that then, if these 
consequences seemed desirable, he would be anxious to know 
whether a system of assessments approximately meeting the 
need could not possibly be devised. It seems not beyond the 
bounds of reason that the exercise of intelligence in listing 
elements of value not appreciably dependent upon owners’ 
efforts, e.g., situation, slope, freedom from rocks, etc., together 
with experience, would go far toward the eventual securing of 
workable differentiated assessments even of agricultural land. 
To settle the matter in the negative with an obiter dictum or 
with a statement that differentiation is “‘quite impossible” 
and that “no attempt is ever made... . to differentiate” 
may be no more reasonable than it would have been in 1890 
or in 1900 so to settle the question whether travel by airplanes 
would ever be feasible. If, indeed, no better scheme should 
prove possible of application, we might follow a suggestion of 
Professor Commons" and reckon the value of bona fide agricul- 
tural land which is kept up to par in fertility, as, say, one-half 
bare-land value, after the value of all buildings, planted trees, 
etc., had been subtracted. And the cost of installed drainage 
and other permanent improvements might similarly be subtracted. 
If such permanent improvements are likely to become, in time, 

*“A Progressive Tax on Bare-Land Values,” Political Science Quarterly 
(March, 1922), especially pp. 53-56. Professor Commons makes other interesting 


suggestions along the same line. Cf. the present writer’s book on The Taxation of 
Unearned Incomes, pp. 102-3, footnote. 
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indistinguishable from the land, they could be regarded as being, 
amortized into bare-land value’ so gradually—say over a period 
of thirty to fifty years—as not seriously to discourage the owner 
from making them. Then, in a succeeding generation, when 
evidence of their cost was no longer available, the problem 
of assessment would not be complicated by them. 


3. THE SINGLE TAX IN FRANCE! 


An alleged “‘actual fact” makes a considerable impression 
on persons as untrained in the methods of science as are many 
students of economics in some of our best-known colleges and 
universities where the chief material offered in economics, after 
the beginning course, is descriptive and narrative, as is most of 
the material usually presented in textbooks on taxation and 
public finance. One who desires to convince such students 
that a given policy is undesirable can find no more effective 
method of doing so than to get a historical case where it was 
“actually tried” and where it was abandoned because it “didn’t 
work,” 

The competent student of human history knows that many 
times when a policy has been abandoned because it “didn’t 
work,” it has really been given up because, however desirable 
its effects may have been on the people-in-general, it has been 
objected to by some class or classes having power or influence. 
Indeed, policies which would benefit them are often rejected 
by the very persons who would be the beneficiaries. But 
these facts the superficial observer does not see. Hence, the 
statement that an abandoned policy was given up because it 
“failed” may seem to such a one conclusive. 

Innocently enough, doubtless, so far as intent is concerned, 
but with a carelessness that he might not have permitted himself 
had the supposed facts in his possession run counter to his own 
views, Professor Merlin Harold Hunter has used this kind of 
argument in his Outlines of Public Finance. Near the beginning 


* Cf. Commons, op. cit., pp. 61-64. 


2 New York: Harpers, 1921. See review by the present writer in the National 
Municipal Review (November, 1922), p. 391; cf. Viner op. cit., pp. 253-55. 
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of his chapter on the single tax, Professor Hunter refers to France, 
the physiocrats, and the impét unique of these economists." 
Then he makes the following amazing statements: 

Much was accomplished in putting the system into effect until glaring 
inequalities in the tax burdens became apparent. Citizens with large 
incomes from stocks, with unquestioned ability to meet fiscal burdens, were 
escaping entirely, while the poor landowners were able to meet the tax 
burden only with the greatest difficulty.2_ The injustice became so marked, 
and the dissatisfaction so evident, that the impét unique was abandoned. 

In the Century Magazine for July, 1890, Mr. Edward Atkinson. 
debating the single tax with Henry George, made a similar 
statement. He said: “It [the single tax] was presented more 
than a century since by the economists of France known as the 
physiocrats; it was applied in France under Turgot, before the 
French Revolution, with very disastrous results.” But in the 
November (1890) number of the Century, replying to a communi- 
cation from a Mr. James Middleton, Mr. Atkinson admitted 
that he had written incorrectly and that the single tax had not 
been tried in France.5 

Professor Hunter’s book contains many of the current 
arguments against the single tax. And he apparently has no 
sympathy even with the views of those who hold, without being 
orthodox single-taxers, that land should bear a larger proportion 
of the total tax burden. The often asserted difference between 
land and various other goods, viz., that it is a gift of nature and 
they the products of labor, he disallows in the following passage: 

Here is a farm, a gift of nature, and on it a dwelling house, a product 
of man’s labor. But when a little closer consideration is given to the house, 
nature appears to have played a considerable part in making provision for 
it. The clay in the brick was taken from the hillside; the oak in the floors 
was taken from the forest; the glass in the windows was accumulated from 
various places. The entire building was a gift of nature—man has no more 
power to create houses than to create land. He simply changed the mate- 

?P. 363. 

2 In regard to probable effects of single tax on the welfare of the common man, 
the reader is asked to compare this decidedly misleading clause with what is said 
in sections 2 and 5 of this paper. The clause here cited is perhaps as misleading 
on the principles and probable effects of land-value taxation as it is historically. 

3 Pp. 363, 364. 

4XL (New Series, Vol. XVIII), 393. 5 XLI (New Series, Vol. XIX), 158. 
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rials of nature to make them more serviceable, the difference being that he 
exerted more effort on some than on others." 

A very similar view is presented by Professor Seligman in his 
Essays in Taxation? by Professor Winthrop More Daniels in 
his Public Finance, and by others. But have these authors 
never heard of the theory of marginal productivity, in which 
produced wealth is imputed in part to each of the so-called 
“factors of production”? If they have, they should be able 
to realize that there is a sense in which land, apart from all 
improvements in or on it, is very much more a gift of nature 
than a building. Can the land be in any way “imputed” to 
labor ? 

What the single-taxers are really endeavoring to do is to 
make a distinction between certain values that can be imputed 
to the labor and thrift of individuals as such and certain other 
values that cannot be so imputed but are either gifts of nature 
or the results of community growth. If this distinction is not 
always clearly presented and if there is sometimes confusion 
about seemingly border-line cases,‘ the business of the trained 
student of economics whose point of view is the objective one 
of the scientist, is to dissipate the confusions and make the dis- 
tinction plain. Yet here we find two economists—and there 
are many more of like mind—attempting to make less clear 
rather than more so a really important distinction that every 
student ought to be made to understand; and this for apparently 
no other reason than to discredit the single-tax philosophy. 

There are various other arguments presented in Professor 
Hunter’s book (as, also, in Professor Seligman’s Essays in Taxa- 
tion) to which no attention will here be paid, partly because of 
a disinclination so to extend the discussion and partly because 
the present writer considered them, or a number of them, prior 
to the appearance of Professor Hunter’s book, in an article’ 

* Pp. 367, 368. 2 Pp. 70, 71. 3 New York: Holt, 1899, p. 82. 

4 The present writer has recently discussed certain of such seemingly border-line 
cases in an article entitled “Is a Tax on Site Values Never Shifted,” which has 
been accepted for publication in the Journal of Political Economy and is, at this 
writing, on press. 

5 “The Ethics of Land-Value Taxation,” Journal of Political Economy (May, 
1917), Pp. 464-92. 
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and in two different books. Considerable attention was given to 
some of these arguments in Professor H. J. Davenport’s article 
on ‘Theoretical Issues in the Single Tax,” 1917,? with which 
Professor Hunter seems unfamiliar. 

Attention may be called to the fact that both Professor 
Hunter’s book and Professor Seligman’s book are widely read, 
and widely used in the teaching of public finance in American 
universities and colleges. It is interesting to speculate on 
the question whether a texbook on public finance no more partial 
than these but written from the opposing point of view could 
possibly enjoy wide adoption as a text and, therefore, whether 
a publisher could afford to print it at his own expense. 


4. ““VESTED RIGHTS” 


But the real objection of conservative economists to the 
single tax—or any considerable steps toward the single tax— 
flows from their respect for “vested rights.’”’ Says Professor 
Fairchild in his Essentials of Economics: 


The present owners of land have come into possession in good faith 
under the present rule. Many oi them have paid for their land its full 
present value. To proceed now to take from them the whole or a part 
of the value of their land or to impose upon them discriminatory taxes would 
be an injustice. If there is to be land nationalization it can be accomplished 
justly only by purchasing the land at its fair value from its present owners. 
Any other procedure is like changing the rules of a game, while the game is in 
progress, to the disadvantage of one contestant. 


A similar view seems to be held by Professor T. S. Adams,‘ 
Professor R. T. Ely,’ Professor Winthrop More Daniels,° 


* The Theory of Earned and Unearned Incomes, 1918, and The Taxation of 
Unearned Incomes, 1921. Columbia, Missouri: Missouri Book Co. 

2 American Economic Review (March, 1917), pp. 1-30. 

3P. 527. Italics are the present writer’s. 

4See his article on “Tax Exemption through Tax Capitalization’! in the 
American Economic Review for June, 1916. 

5 Outlines of Economics, pp. 681, 682. 3d rev.ed. New York: Macmillan, 
1916. The fourth and latest edition (September, 1923), which the present writer 
had not seen when he sent this article to press, does not appear to contain the specific 
passages here referred to, but the passage on page 672 (which is logically. correct 
as against the theory there criticized) would probably be interpreted by most 
readers as implying the former view. Certainly there is no clear indication of 
any change in this view. 

6 Public Finance, p. 85. 
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Professor F. W. Taussig,’ Professor C. J. Bullock,? and by a great 
many other writers. 

Professor Daniels is thoroughly consistent in his adherence 
to the view that an investment once made is sacred as against 
discriminatory taxation whether it is in land or in a stock corpora- 
tion having a monopoly. For he asserts that ““when the source 
of monopoly or unearned profits has been once transferred 
from the original owner, special or exclusive taxation involves 
the expropriation of property owners, who acquired their title 
by indefeasible right.” 

By the same logic it would appear to be unjust to regulate 
downward the high prices or rates of public service or other 
monopoly companies after purchases have been made of their 
stock, in the expectation of the continued receipt of unregulated 
returns, by other parties than those who established the monopo- 
lies. If the originally responsible persons have died, or have 
sold out and cannot be found, or have sold out and dissipated 
their gains, it must then be the duty of the public to go on paying, 
indefinitely, rates that yield 20, 30, or 40 per cent on the value 
of the necessary plants for conducting the businesses—or else 
to buy out the monopoly concerns at values arrived at by capital- 
izing their large anticipated returns. 

Extreme cases are sometimes enlightening. Let us suppose, 
then, a community in which not only is all the land owned by 
a few, but in which every article is under the control of, and the 
price fixed by, a monopoly. At every turn the common man 
finds himself the victim of exorbitant prices. But the monopolists, 
like the landowners, have bought the right to these large incomes 
and cannot justly be dispossessed! The masses, even though 
they get control of government, cannot fairly reduce rates 
and charges because this will involve “‘the expropriation of 
property owners who acquired their title by indefeasible right.’’ 
No, the masses must either continue to pay indefinitely the high 
prices and rates that have become customary or else they must 


* Principles of Economics, II, 102, 2d. rev. ed. New York: Macmillan, rors. 

2 The Elements of Economics, pp. 326-28. 2d ed. Boston: Silver, Burdett & 
Co., 1913. 

3P. 85. 4 Daniels, loc. cit. 
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buy out the monopolists at the fair present value of the incomes 
that have become customary! This view of the ethics of the 
case might seem a hard one to persons whose real incomes were 
thus forced to a low level by ubiquitous monopoly. And they 
might decide that to continue paying the monopoly charges 
would be fully as easy as to buy out the monopolists at the capital- 
ized value of their “indefeasible” property. In any case the 
victims of the system continue to be victims. There seems 
reason to believe that, in the eyes of economists like Professor 
Daniels, no other alternative is permissible. 

But, in general, teachers and writers of economics do not 
seem inclined to insist as strongly on respect for other vested 
rights as on respect for vested rightsinland. Thus, there appears 
to be a willingness to have monopolies regulated even after 
innocent investors have bought stock in the expectation of large 
dividends. There appears to be, also, a willingness to see tariff 
changes even although industries have been established at 
considerable cost on the basis of existing tariffs. There is an 
apparent willingness on the part of many that price levels should 
be stabilized for the future, if government can be brought to 
adopt the policy, even although some persons have made their 
investments in the expectation that society would permit them 
to profit from fluctuations they believe they can foresee—and 
even although other persons have invested largely in their own 
education on the peculiarities of the cycle in order that they 
may gain from the changes that occur rather than lose. The 
Eighteenth Amendment must have seriously damaged the prop- 
erty interests of many persons whom society had permitted 
to buy and to build specialized property for the brewing of 
spirituous liquors, who had “come into possession in good faith” 
under the then existing rule. But the writer can recall no protest 
against this change in the economic textbooks of any of the 
current writers. Nevertheless, this also, to use the phrase 
adopted by Professor Fairchild, is “changing the rules of a 
game, while the game is in progress, to the disadvantage of one 
contestant.” Here we have reference to the property interests 
of brewers and dealers. But to some there may seem another 
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kind of “vested right” involved! Society “‘has permitted” 
people to acquire a taste for alcoholic liquors under the impres- 
sion that this taste might be recurrently gratified! Has it a 
right now to forbid the gratification of the appetite! 

There are various other ways in which society has been 
guilty of “changing the rules of a game, while the game is 
in progress.” Thus, the establishment of trade schools has 
tended to do this. Prior to the establishment of trade schools, 
the craftsman had to learn his trade by a long period of appren- 
ticeship. The time required tended to limit competition. But 
the establishment of trade schools operates to increase competi- 
tion in the trades for which they are provided, by bringing in 
new workers who are more quickly trained. Thus the establish- 
ment of trade schools may prevent the receiving of the wages 
which their sacrifices and their long apprenticeship would have 
otherwise brought them, by workers already in the field. Ought 
not economists to protest against the establishment of trade 
schools by the public as an infringement on vested rights? But 
perhaps the vested rights of wage-earners are not as important 
as the vested rights of property-owners! A change which lowers 
the wages of an artisan does not lower the capitalized salable value 
of anything, since his prospective income is not salable as a 
whole! 

What shall we say, then, regarding the rent of land? Is 
that particular kind of income more sacred, more inviolable, 
than the other types of income we have been discussing? In 
this connection it will perhaps be argued that the private receipt 
of land rent has a longer and less-questioned prescriptive sanction 
than the private receipt of monopoly gains, of income from the 
manufacture of spirituous liquors, etc. It should be borne in 
mind that the claim which must be held inviolable as against 
the single taxers or other advocates of increased land-value 
taxation, is a claim to a future rent which shall never be reduced 
by taxation in such a way as to lower the salable value of land. 
Society is held to be under a moral obligation not to reduce 
the salable value of land by one iota. To do so is like “changing 
the rules of a game, while the game is in progress, to the dis- 
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advantage of one contestant.”” The owners of land are said to 
have bought it in the faith that “the rules of the game” will 
not be changed. And this appears to mean, in the view of 
many, if not, indeed, most writers of economics texts, that the 
present taxation system should not be changed at all in the 
direction of heavier relative taxation of land. Has society, 
directly or by implication, pledged itself that it will not raise 
these taxes? Nobody seems to think that a tax on automobiles 
cannot legitimately be increased after people have bought auto- 
mobiles not expecting such increase. And nobody seems to 
think that other tax rates, e.g., on tobacco, may not properly 
be changed if to change them seems expedient. Is it only 
landowners against whom any increase of taxation is a violation 
of faith? Is it only landowners to whom society guarantees 
no discriminating tax increase? Or would it be reasonable to 
argue that landowners, like other persons, make their contracts 
and buy their property with no guaranty that public policy will 
not change, but merely with the practical certainty that such 
important changes in public policy as occur will not be precipitate 
or without the warning of years of agitation preceding the 


changes ?? 


* Perhaps, in this view, there skould not even be a generally increased rate 
of taxation on all property. For this might lower the salable value of land on the 
constancy of which purchasers had relied. For increased taxation of all property 
might discourage saving. If it did so, the decrease of capital would tend, in the long 
run, to keep its value up to its cost of production. And interest rates would rise. 
It would still be worth while to save some capital, though perhaps less than before. 
But at interest rates which, including the tax, are higher than they would have 
been and, with the tax subtracted, almost as high as they would have been without 
the tax, the capitalized salable value of the heavily taxed land rent would be reduced. 
And the anticipation of this result might conceivably cause the salable value of land 
to fall as compared with other values, as soon as a generally increased tax on ail 
property was levied—or seriously proposed! Cf. Note by H. Gordon Hayes, entitled 
“The Capitalization of the Land Tax,” Quarterly Journal of Economics (February, 
1920), pp. 373-80, especially p. 376. 

2 Suppose that a group of persons, by long agitation, succeed in making it 
appear likely that the single tax will be adopted. In consequence of this expecta- 
tion, land values decline and many owners sell land at lower prices than they 
would otherwise charge. Do the persons who start this agitation commit an immoral 
act, since it is as a consequence of their agitation that the salable value of land 
falls? Ought the government to suppress such an agitation in order to protect 
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The natural reaction of some economists will perhaps be to 
say that society does have a right to increase taxes on land, 
but that it has no right deliberately to set out upon a policy 
which leads eventually to the single tax. Yet such a position 
cannot be logically defended. For, once it has been admitted 
that any definite increase whatever of land-value taxation is 
permissible, the mathematician can point to a smaller present 
increase plus future additional increases, the application of which 
would lower the present salable value of the land no more. 

It may now be said, however, that the objection to the 
single tax or to heavy taxation of land is not meant to be an 
objection to gradual change. But if their objection is only to 
sudden change, most economists have deftly concealed the fact. 
Nearly always there is no intimation that even gradual change 
is permissible.. Indeed, one recent writer, Professor J. E. 
LeRossignol, definitely expresses his view of the ‘“‘injustice and 


“vested rights”? But what if the government allows the agitation to go on until 
many owners have sold land at low prices counting on the adoption of single tax 
and until many other individuals, perhaps, have made valuable improvements 
out of current savings, counting on a future exemption of these improvements 
from taxation; but finally does not adopt the single tax! Are any “vested rights” 
then infringed ? 

«It may be of interest to some readers to note that not even by outright pur- 
chase of land—if it were really paid for by taxes rather than by creating a perpetual 
debt—could we entirely avoid interference with “vested rights.” Even by such 
purchase we should be “changing the rules of a game, while the game is in progress, 
to the disadvantage of one contestant.” For the persons who would have to pay 
the taxes necessary for buying the land, would be the persons who have taxable 
income or property mow or in the near future, i.e., while the tax is being collected. 
Such persons would, to be sure, be free, thereafter, of taxes, so far as the future 
collecting of economic rent in lieu of other taxes could free them. But so would 
other persons whose ability to pay taxes, prior to the period of land purchases, might be so 
small that only their usual tax contributions toward current expenses could be secured 
and nothing additional toward buying out the landlords. The freedom of these 
other persons from future taxes is not enjoyed at the expense of landowners, as 
such, but is at the expense of all those who are in a position to pay extra taxes during 
the land-buying period and who have to contribute, not only to buy themselves 
free of future taxation but to buy these others free of future taxation. Property owners 
and receivers of large incomes might, then, so buy free of future taxes persons who 
could not buy themselves free. The vested rights of these property-owners are 
disregarded. And landowners themselves, being taxed with others to provide 
means to pay for the land—in which thereafter they would be but part owners with 
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impracticability” of the adoption of the single tax, “whether 
done at once or gradually.’ 

It is customary to attempt the annihilation of the “‘single- 
tax” case partly by alleging that it is based on a doctrine of 


the rest of the community—would be helping to buy free of future taxation persons 
who could not, at the time, buy themselves free. So the vested rights of landowners 
themselves might not be fully respected by such a scheme. These considerations 
may not be important but they are believed not to be mathematically fallacious. 

Lest this point seem not quite clear, we may illustrate it by an extreme but 
somewhat analogous case. Let us suppose a community of which one-third of the 
members are slaves whose total value is a million dollars, one-third are the owners of 
these slaves and own a million dollars worth of other property besides, and the 
last one-third are non-slaveowners who are of equal wealth with the slaveowners, 
i.e., are worth, in the aggregate, two million dollars. It is decided to free the slaves 
and, with the idea of avoiding an infringement of the “vested rights” of slaveowners, 
this is done by purchase. A capital tax of 25 per cent is levied on all owners of 
property, to provide the million dollars necessary to buy the slaves free. The 
slaveowners receive this million dollars, but have to pay out half a million as their 
share of the taxes. They are left, then, without the million dollars’ worth of slaves 
and with an extra half-million dollars’ worth of other property, or a total of a million 
and a half in value in place of their former two million. The other propertied 
classes have to pay out half a million dollars in taxes as their contribution toward 
freeing the slaves and have a million and a half dollars worth of property remaining. 
The slaves are thereafter free, but the wealth of their former owners and also of 
the other propertied class is reduced to three-fourths of its former amount. 
Together they own, not a million dollars’ worth of slaves plus three million dollars’ 
worth of other property but only three million dollars worth of other property. 
The slaveowners have lost as much, notwithstanding they have been paid for the slaves 
out of property and so “compensated,” as if they were deprived of their property more 
gradually without “compensation.” ‘The advantage of the “compensation” method 
is that it frees the slaves instantly without imposing any burden for payment upon 
them (presumably they have, at the time, nothing to pay with), but this gain of the 
slaves is at the expense of an infringement of the “vested rights” of the non- 
slaveowning propertied classes. To pay for the slaves by taxing all other persons 
and not taxing the siaves would be, surely, “like changing the rules of a game, while 
the game is in progress, to the disadvantage of one contestant.” The only way 
to free the slaves without interference with the “vested rights” of any property- 
owners would be for the slaveowners to be paid by a bond issue, the interest and 
principal of which (or the interest forever) should be paid by the slaves themselves 
and their descendants! Similarly, the only way that the present system of private 
enjoyment of land rent and support of government largely by taxation of other 
incomes and property could be changed without any violation of “vested rights,” 
would be for the rights of the lar:?owners to be bought out with funds to the raising 
of which all victiras of the system, however poor they might be, should contribute. 


* Economics for Everyman, p. 272. 
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“natural rights.’* Yet this chief objection—vested rights—com- 
monly raised against it seems also to be based upon “natural 
rights” or something fundamentally similar. For just as, in 
the view of the orthodox single-taxer, everyone has a natural 
right to the use of land, so in the view of most writers of textbooks 
on economics every landowner has a kind of “natural” right 
not to have the salable value of his land lowered by taxation. 
We are dealing here, apparently, with an intuitive ethics. 
Economists do not say that the proposed tax reform is wrong 
because of injurious consequences anticipated to the general 
welfare, but merely that it 7s wrong or immoral or unjust. In 
this matter they seem to experience a sense of shock at the mere 
proposal, which prevents any really free objective investigation 
of cause-and-effect relations. Hence the discussion of the sub- 
ject by many economists presents the appearance, not so much 
of a search to discover whether the general effects of single 
tax would probably be beneficial or the reverse, but of an attempt 
to prove the policy wicked. One rather gets the impression, 
then—is it a false one?—that in the minds of most writers of 
economics texts ideas of sacredness cluster about property in 
prospective land rent to a more marked degree than about 
various other kinds of property. And Professor Robinson has 
said? —could he, by any chance, have been right!—that “if a 
thing is held to be sacred it is the center of what may be called 
a defense complex” so that ‘a reasonable consideration of the 
merits of the case will not be tolerated.” 

Most professional economists, it is suspected, have never 
permitted themselves to think long and without bias on the 
subject, examining carefully, and not merely to discredit them 
in debate, the arguments of the single taxers. In general, 
they seem to have accepted the views of their teachers as 
expressed in current texts. That the single tax is unsound 


* See, for example, Ely, Outlines of Economics, p. 681, rev. ed. The writer 
does not find this reference in the fourth and latest (September, 1923) edition, of 
which he did not know when this article was sent to press. 

?James Harvey Robinson, The Mind in the Making, p. 92. New York: 
Harpers, 1921. 
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because it is based on a doctrine of “natural rights,”’ that it 
cannot be levied so as to distinguish at all fairly between bare- 
land values and labor-produced values, that there is no such 
difference anyway because everything is in large part a gift 
of nature, that there are other unearned incomes and increments 
besides land rent and land values, and that, anyhow, any change 
is unjust, are contentions generally familiar and quite commonly 
accepted. And where economists whose voluminous writing, 
or whose apparent familiarity with all that has been previously 
written on taxation, or whose high academic position in long- 
established institutions gives them reputation, are called upon 
to render “‘expert’’ advice regarding taxation, they almost invari- 
ably advise something other than, or advise definitely against, 
higher taxes on land values. And the graduate student or young 
teacher who has memorized the arguments summarized above 
feels no special inducement further to investigate the views of a 
school of writers—the single-taxers—who are mostly outside 
the academic fold, who are supposed to adhere to an eighteenth- 
century ethical standard from which academic economists 
believe themselves emancipated, and the acceptance of whose 


conclusions even with qualifications would brand him as a heretic. 


5. A PROBABLE CONSEQUENCE OF INCREASED LAND-VALUE 
TAXATION ORDINARILY IGNORED BY PROFESSIONAL 
ECONOMISTS 


Certain important effects which increased land-value taxation 
when accompanied by decreased taxation of commodities, capital, 
and incomes, would tend to produce are consistently ignored 
by most writers of our economics texts. Being above all things 
scientists, they are more interested in showing the non-conformity 
of the policy to their intuitive ethics than they are in exhibiting 
its probable consequences! 

Perhaps the most significant probable consequence is a 
decrease of tenancy or, at least, an increased ease of becoming 
an owner of land. For, as the opponents of single tax are 
fond of pointing out in their references to “vested rights,” 
increased land-value taxation would reduce the salable value 
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of land. Lower selling values of land make the purchase of 
land for farms, homes, or business easier. And not only would 
a higher tax on land values make a lower selling price but also, 
by virtue of it, other taxes could be correspondingly reduced. 
If labor and interest incomes were less taxed, it would be easier 
to accumulate, out of earnings, the money necessary to buy a 
piece of land. Despite the conventional acceptance by eco- 
nomists, almost as a fetish, of the “ability theory of taxation,” 
it does not at all necessarily follow that taxation according 
to “ability,” in the sense commonly understood, most conduces 
to the general well-being. Indeed, it may be that the advocates 
of it, who have plumed themselves upon their sympathy with 
the common man, have so been in some degree auxiliaries of 
the forces of reaction. 

But there is another way of looking at this matter, which, 
to many, may seem even more significant. We all know that 
success is frequently a precarious thing. Sometimes the business 
changes of a few months sweep away the accumulations of a 
lifetime. So, too, sickness or some miscalculation for which 
we may or may not be entirely to blame, will occasionally leave 
us, after years of effort and thrift, financially where we started. 
Our children, then, or, if not our children, perhaps our grand- 
children, have to begin a struggle which we fondly hoped they 
would be spared. If land is comparatively untaxed, then it is 
made harder for them to get started. The incomes they may 
earn have to be taxed directly or indirectly, and they can save 
but slowly. The value of land is high and they cannot soon 
buy land. They may be obliged to remain tenants or laborers 
for years—perhaps so long as they live." 

To tax land values more and other things less would be, 
therefore, a reform somewhat similar in principle to the abolition 
of imprisonment for debt, to the doing away with debt slavery, and 
to the establishment of bankruptcy laws. We would protect the 
individual—ourselves, our children, our grandchildren—from 

* Taxing land values at a high rate does not, of course, provide a guaranty 


that all tenants will become property owners. Nor is it necessarily desirable that 
they should. Some persons work better under the direction of others. 
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the danger of falling so hopelessly low in the economic scale 
as is now possible.t High land prices may mean prosperity for 
some. But there can be no question that they tend to make the 
situation of the propertyless person, even though he be hard- 
working and thrifty, comparatively hopeless. And, paradoxical 
as it may appear to those who have never thought about it, 
the levying even of progressive taxes on incomes, along with the 
ordinary taxes on commodities and property, as an alternative 
to special taxes on land values, may keep such hardworking 
and thrifty persons down economically because it keeps land 
prices up. A tax on land values is fully made up, for such 
prospective buyers, by reduced land prices and, if land specula- 
tion is so discouraged, more than made up. But taxes on com- 
modities, capital, and incomes are always some burden to the 
hardworking and thrifty propertyless person, unless they are 
so levied—assuming this to be possible—that no part of any of 
them falls directly upon, or is shifted to, him. 

The writer does not know of any widely used textbook on 
economics or public finance (he does not claim to have read them 
all) which exhibits a clear comprehension of this point, although 
it is familiar to all of the leading single-taxers. But then, if 
any increase whatever of land-value taxation is essentially wicked 
by virtue of its conflicting with either an intuitive or a revealed 
ethical standard, it will of course seem better to economists 


*It is to be noted that this purpose can be fully achieved only by a general 
tax on all economic rent or land values. A progressive tax on land values (progres- 
sively higher as the land owned by the taxpayer is of greater value) since the highest 
tax could hardly take more than the entire rent, would leave small holdings compara- 
tively untaxed. This would leave the price of land fairly high and keep it hard for 
persons of small means to acquire land. Large holders would, indeed, prefer to 
sell. But their financial position need not be seriously injured or that of their 
former tenants greatly improved. For they could dispose of their land to these 
tenants and others on mortgage security, so ceasing to hold title and avoiding the 
progressive tax. Or they could organize numerous corporations each of which 
would own a small amount of land and in all of which the original large holders 
of land could keep control, or they could avoid the tax in other ways. It is also 
to be noted that really to penalize large holdings as such might operate to force 
small-scale business even where large-scale business would be more economical. 
Thus, it might, if evasion were impossible, prevent the establishment of department 
stores and cause the establishment, instead, of small specialty stores. 
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who conceive themselves responsible for the upholding of this 
standard not to set forth any probable consequences of such 
taxation which would be likely to appeal to readers (including 
the students who use their textbooks) as desirable. The desider- 
atum, as with Fundamentalist anti-evolutionists, is not investi- . 
gation but refutation. 


6. DO WE AVOID TRENCHING ON VESTED RIGHTS BY TAXING 
ONLY FUTURE INCREASES IN LAND VALUES? 


Despite the apparent condemnation by nearly all text-writing 
economists, of the single tax, there yet seems to lurk a feeling 
that something should be done about land rent. But how can 
something be done without interfering with the sacred rights 
of ownership intuitively determined? The answer of many 
economists is, to tax future increases in the value of land. To 
do this, it is supposed, would not interfere with vested rights 
because it supposedly would not lower the salable value of land. 
In the simple phraseology of Professor Fairchild’s book, written 
for high-school pupils, ‘‘there is nothing unjust about this.’ 

And yet, this also resembles “‘changing the rules of a game, 
while the game is in progress, to the disadvantage of one contest- 
ant.” For the adoption of such a policy on any extended scale 
would be likely, as the present writer has several times pointed 
out,? to lower the present salable value of land in comparison 
with other goods. Indeed, considered as a mathematical 
proposition, the argument is just as convincing for reduced 
present value of land consequent upon a definitely promised 
tax on future increment of value as for reduced present value 
consequent upon a definitely promised increased taxation rate 
upon the entire value of the land. The purchaser of a piece 
of land, in buying it and in determining the maximum price 
he can afford to pay—as, also, the seller in determining the mini- 
mum price he can afford to take—considers as well the possi- 
bilities of future increases in value as the present rental yield. 
A piece of land may sell for about $1,000, not because of any 
present yield, but because of the estimate that, after fourteen 


PP. 527. 2 See article and books referred to earlier in this paper. 
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years, it will yield a net annual income of $100 and be worth 
(capitalized on a 5 per cent basis) approximately $2,000. Suppose 
that, on the day after a purchaser has possessed himself of such 
a piece of land at a price of $1,000, it suddenly and unexpectedly 
becomes evident that half of the increment in value, at the end 
of fourteen years, is to be taken in taxation! Would not the 
present salable value at once fall to $750? And if the increment 
tax were to be 100 per cent, would not the present value at once 
become $500? Yet economists like Professor Fairchild—who 
is here referred to not as an isolated errant writer but as following 
the beaten track—can say on the same page’ that discriminatory 
taxes on land “would be an injustice’ and, of a tax on future 
increases in value, that ‘‘there is nothing unjust about this’’! 

In truth, in a rapidly growing country, the present value of 
a very large part of the land is probably affected by the estimate 
of or the reasonable hope of future increases. Even land which 
actually does not rise in value may have high present value 
because of the expectation of such a rise, and the partial de- 
struction of this expectation by a prospective increment tax 
might lower its present value. Suggest, for such a country, 
any rate whatever of taxation of future increments and it becomes 
at once possible for the mathematician, if he has the requisite 
data, to work out a lower (at first), but gradually increasing 
rate on the entire value of land, becoming eventually high enough 
to absorb the entire rental yield, which would lower the present 
salable value of land, on the average, mo more than the increment 
tax. This conclusion will be obvious to any mathematician. 
Indeed, it requires only a very little knowledge of mathematics 
to grasp it. There is no occasion for anyone to be vainglorious 
over his comprehension of it. But many, if not most, of the 
American economists who have become prominent as the authors 
of textbooks, not only do not mention it but write as if it were 
untrue. 

Professor Taussig seems clearly to understand that the value 
of a piece of land is affected by its expected future rent. Thus, 
he states? that in a growing city “‘an advantageous site will 


'P. se7. Principles of Economics, I1, 98, 2d rev. ed. 





SINGLE-TAX COMPLEX 187 


command a price more than in proportion to its present rent; 
because it is expected that the rent will increase still further 
as the years go on.” A little further on,’ referring specifically 
to “the problem of vested rights,” he says: 

To the present owners, the capitalized value represents an investment 
or an inheritance, precisely as does the present value of anything which is 
capital in the strict sense. Here, again, unless the whole institution of 
private property be remade or abolished, the existing rights to land, as they 
have been allowed to develop through the centuries, must be respected. 


And yet, after having thus pointed out that present values are 
affected by prospective future increases of rent, and after having 
indicated his respect for the doctrine of vested rights, Professor 
Taussig proceeds to defend the taxation of future increments!? 
“The question is different,’ he says, ‘as regards the rise in 
rent that is still to come. There is no vested right in the indefi- 
nite future. In strict theory, the whole of this increase might 
be taken through taxation.” 

Professor Bullock argues in a somewhat similar vein. He 
points out that Henry George advocated seizing “gradually 
the present economic rent of land” or enough of it to defray all 
public expenditures. He then proceeds to insist upon the con- 
fiscatory and unjust nature of the reform.‘ Following after 
this he contends that “to adjust municipal taxation in such a 
manner as to intercept a considerable part of the future unearned 
increment from land would be a safe and probably a desirable 
policy.”5 But Professor Bullock has not left unconsidered the 
possibility that purchasers of land have paid, in the purchase 
price, for anticipated future increases in value. For he goes 
on to say: 

The purchase price paid for land in a progressive city is somewhat 
greater than its capitalized present rental value, since the purchaser can 
and must pay more in view of the prospective increase of the rent. Some 


part of the future increase, therefore, is reflected in present capital values, 
and should be left to the present owners.® 


* Ibid., p. 102. 2 Tbid. 
3 The Elements of Economics, pp. 324, 325, 2d ed. 
4 Ibid, pp. 326-28. 5 Ibid., p. 329. 6 Ibid, p. 329, footnote. 
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But what part of the future increase is mo¢ redected in present 
capital values? Are present capital values of land arrived at in 
any other way than by discounting all anticipated future rents ? 
Does Professor Bullock think that these rents are in part dis- 
counted and in part not, or does he think that the anticipated 
increases are, on the average, less than the realized increases ? 
And if he thinks the latter, for what reason? Or does Professor 
Bullock suppose that a part of future land-value increments is 
unanticipated in such a sense that to establish definitely the 
policy of taxing heavily this part, would leave every purchaser 
of land perfectly confident that not any of the tax would fall 
upon him and perfectly willing, therefore, to pay as much for 
the land as if such a tax were not promised ? 

Except as we suppose that landowners, owners of monopolies, 
etc., underestimate the future possibilities of income from their 
property—and they are, perhaps, as likely to overestimate— 
there is certainly no possibility of ever giving the non-landowning 
and non-monopoly-owning public anything whatever, even through 
purchase, without trenching on the “‘ vested rights’’ of the owners.' 
The landless must continue to pay owners for the privilege of 
living on or working on their land or they must pay the owners, 
in advance, not only the capitalized value of the present rent 
but the capitalized value of any future increases in the rent 
which the owners may have a reasonable prospect of being able 
to charge.” Similarly, consumers must continue to pay monopoly 
prices to the owners of monopolies or else they must pay such 
owners, in advance, the capitalized value not of the present 
monopoly profits only but, if increased prices may be looked for 
in the future, of the estimated additional future profits also. 
Why must professional economists continually try to evade 

* We are here supposing that the property owners in question have bought 
their property in the confidence that public policy would not change. If they 
have paid less because of the expectation of change, does such change trench on 
their “vested rights’’ ? 

2It may be of passing interest to a very few readers to note that this point, 
although apparently overlooked by most current writers of economics texts, was 


clearly understood by Henry George. See his book, The Science of Political 
Economy, p. 195 (New York: Doubleday and McClure Co., 1898). 
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the issue, insisting at one moment that vested rights—which 
are merely rights to expected future income—must be respected, 
and in the next moment discussing sympathetically the proposi- 
tion to take a part of such expected future income for the public ? 
Is economic science now where the physical sciences were before . 
the days of Newton, Kepler, Galileo, e¢. al. ? 


SUMMARY 


In concluding our brief and somewhat limited review of the 
opinions of professional economists on the single tax, we may, 
perhaps with advantage, glance back at some of our discoveries. 
We have found the claim set up, by very clear implication, 
that to tax pure land rent rather than improvements would 
disourage thrift and improvements more than to tax land and 
improvements together at a lower rate on their combined value. 
We have met with the claim, from the writings of a specialist 
on taxation, that bare-land values and improvement values 
cannot be distinguished because “it is quite impossible” to do 
it and because “‘no attempt is ever made” to do it, and from the 
writings of both this specialist and another, that there is not much 
distinction, anyway, between gifts of nature and products of 
labor. We have met with the claim that the single tax (the 
impét unique) was ‘‘abandoned”’ in France, because of its “injus- 
tice,” although it was never tried in France. We have examined 
the contention that additional taxation of land values would be 
unjust, but have found other “vested rights” receiving, usually, 
less sympathetic consideration from professional economists. 
Finally, we have found that economists who are well known 
among their fellows in the craft are capable of both opposing 
increased general taxation of land values as infringing on vested 
rights and, simultaneously, favoring special taxation of future 
land-value increments as not infringing on such rights. As 
to whether these economists, and others, are objectively minded 
as would presumably be, for the particular study, an investigator 
into, say, the physical properties of radium, or as to whether 
they are led by prejudice to conclusions they might not other- 
wise reach, no definite expression of opinion will here be hazarded. 
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The likelihood of our being unduly influenced by class prejudice 
or, even, by preconceived opinions, is one which faces all of us, and 
he would be a bold person who would venture to declare himself 
free from so common a human weakness. As Professor Robinson 
. has said: 

We like to continue to believe what we have been accustomed to accept 
as true, and the resentment aroused when doubt is cast upon any of our 
assumptions leads us to seek every manner of excuse for clinging to them. 
The result is that most of our so-called reasoning consists in finding arguments 
for going on believing as we already do.* 


The reader is asked not to consider this paper as an argument 
for any particular kind of taxation as such, but as a discussion 
of methods of investigation and of the state of mind of some 
investigators. The writer does not mean at all to deny his belief 
that certain consequences which seem to him desirable would fol- 
low from relatively increased land-value taxation. But it is no 
part of his present purpose to demonstrate beyond cavil the ad- 
vantages of such taxation—still less to establish the view that 
no taxes other than taxes on the economic rent of land should 
ever be levied. Such arguments for greater land-value taxation 
as are presented or referred to in this paper are so presented 
primarily, if not solely, for the purpose of showing that they are 
misapprehended or ignored by the economists cited. 


Harry GUNNISON BROWN 
UNIVERSITY OF MISSOURI 


* The Mind in the Making, p. 41. Cf. the present writer’s statement regarding 
what be believes to be the proper attitude of mind of the student of economics, 
in Economic Science and the Common Welfare, pp. 9, 10. 




















DISCRIMINATION IN PUBLIC UTILITY RATES 


While outright discrimination in the rates of public-service 
companies has long been prohibited both by common and statute 
law, there are a number of ways in which our public-utility 
rates are in effect discriminatory. Among the more important 
of these are, (1) free or preferential rates to cities and to public 
or quasi-public institutions of one sort or another, (2) contract 
rates with certain consumers, (3) by the simultaneous use of 
flat and metered rates, (4) through certain classifications of 
consumers, (5) by the use of certain types of rate schedules, 
(6) discrimination through interutility relationships, and (7) 
through conflicts in regulation itself. 


FREE SERVICE TO CITIES.AND TO INSTITUTIONS 


In the early development of public utilities it was very 
common for cities in granting franchises to require that the 
city be given service at reduced rates, or even that it be given 
free service, for city buildings, public libraries, public schools, 
hospitals, churches, and eleemosynary institutions. Water 
companies were frequently asked to furnish water for drinking 
fountains, public parks, flushing of streets, and for fire protection 
without cost to the cities. Street-railway companies likewise 
have been required to furnish free transportation for policemen 
and firemen while they are on official duty. Free telephone 
service also has been demanded in some cases for all city offices. 
These types of free service have been the compensation or part 
of the compensation which cities have demanded for the use 
of city streets and the right of the public utility to carry on its 
business within the city. In other words, the policy of demand- 
ing preferential or free service for cities or institutions originated 
in that period of public-utility development when it was 
considered proper to demand liberal compensation from com- 
panies which proposed to furnish any kind of public-utility service. 


IgI 
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Unfortunately the theory is applied to some extent in present-day 
practice. 

The Supreme Court of the state of Washington has decided 
that a city of the first class in that state may insist that a street 
railway give free street-car service to policemen and firemen in 
the performance of official duties, in accordance with the terms 
of a franchise agreement, notwithstanding the enactment of 
the Public Service Commission law. Ohio law likewise requires 
that policemen and firemen while on duty shall have free street- 
car transportation. The Missouri commission has held that 
a lower rate for a municipality than for private consumers is 
justified when the city is without sufficient financial resources 
to meet its proportionate share of an increase in rates.2_ The 
price of gas in Washington, D.C., for the United States govern- 
ment and for street and park lighting is fixed by statute at a 
lower rate than it is sold to consumers generally. The United 
States Supreme Court has held that rates to private consumers 
in Washington, D.C., could be advanced without making any 
advance in the rates for gas used by the United States govern- 
ment or for lighting the streets and parks.3 In the state of Maine 
the plan of giving lower street-railway fares to school children 
appears to have had its origin in the policy of the railroads in 
that state granting such a concession. One of the first public 
acts of the Public Utilities Commission of that state was to 
indorse the practice. In a decision in 1918 in which the Maine 
commission refused to permit an increase in the rates for transpor- 
tation of school children that body maintained that such an 
increase would mean a serious burden on those living great 
distances from school and that the state-wide policy of reduced 
fares for school children had influenced many families in resi- 
dential and other plans.‘ 

It ought to be appreciated that if a public utility serve as 
city, public school, or other institutions at preferential rates 


* State ex Rel. City of Seattle, 113 Washington 684; P.U.R., 1921, C, 231. 
* Re St. Joseph Transmission Co., P.U.R., 1920, F, 980. 

3 Hollis v. Kuntz, 255 U.S. 452; P.U.R., 1921, C, 637. 

4 Re Lewiston A. & W. Sireet Railway Co., P.U.R., 1918, E, 681. 
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or without cost, that the loss of revenue due to such a policy 
must be made up through the rates to private consumers. Even 
though the service may be for the benefit of a city or the public 
institutions of a community it is doubtful whether the users 
of certain public-utility services should be made to furnish the 
funds to cover this service, rather than to secure the revenue 
through general taxation. Fortunately there is a growing appre- 
ciation of the injustice of requiring certain consumers of public 
utilities to carry a burden which should be borne by all of the 
taxpayers of the locality. 

The California Railroad Commission at one time held that 
public utilities were within the law of that state in giving reduced 
rates or free service to the federal government, to the state govern- 
ment, or to the cities of the state. But this Commission’s 
decisions in more recent years show that it has shifted its position 
on this question. In 1921 it maintained that if a public utility 
refused to raise its rates to a city, the utility itself should stand 
the loss, and not shift the burden to consumers generally.’ 
In another instance this commission has ruled that it is unfair 
to require private consumers to bear the expense of fire-protection 
furnished to a city.? 

In Indiana many franchises for a definite term of years had 
provided for free service to cities. When these franchises were 
surrendered by the public utilities for indeterminate permits, 
in accordance with legislation in 1917, the Indiana commission 
took the position that the free-service clause of the old franchises 
which were virtually contracts with the cities should be followed 
for the period of the unexpired years of such franchises. This 
decision of the commission was in accordance with an amendment 
to the legislation of 1917, which was passed in 1919, to the effect 
that free service to municipalities should continue during the 
time prescribed by the franchises which had been surrendered. 
But the Supreme Court of Indiana ruled otherwise. It held 
that the old franchises providing for free service, which had been 

* Re Western States Gas and Electric Company, P.U.R., 1921, B. 419. 

* Re Marysville Water Co., P.U.R., 1921, C, 640. 

3 Re Indiana General Service Company, P.U.R., 1920, A, 948. 
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surrendered for indeterminate permits, were no longer controlling 
in the relations between the cities and the utilities and that 
public utilities were not required to furnish service to cities 
without cost.' This court has also ruled that even though 
free service has been agreed upon as the compensation to a city 
for a franchise the state commission may nevertheless set this 
provision of the franchise aside. In Pennsylvania the Public 
Service Commission may change franchise rates made by a city 
if it appears that the cost of rendering service to the city means 
that private consumers must make up the deficit in the utility’s 
revenue. In Oregon, while the law permits lower rates or free 
service to cities, the Public Service Commission in that state 
does not indorse the policy.‘ 


CONTRACT RATES 


Contract rates with consumers are very similar to the fran- 
chise rates just discussed. Such rates sometimes give undue 
advantage to one consumer or class of consumers over others. 
Before the days of regulation of public-utility rates, such contracts 
were very common, and favored consumers were sometimes 


given service at less than actual cost. The early contract 
rates were often unduly discriminatory because of the simplicity 
of the conditions involved in rate-making. Without regulation, 
rates favoring certain consumers could be made without any 
knowledge on the part of the public of the existence of such 
contracts. 


* Greenburg Water Co. v. Lewis, 128 N.E. 103; P.U.R., 1921, A, 96. 

2 Winfield v. Public Service Commission, 118 N.E. 531., P.U.R., 1918, B, 747. 

3 The Pennsylvania Public Service Commission has held that a public utility 
in that state cannot be required, under the terms of a franchise or other contract 
even antedating the Public Service Company law, to continue to supply service 
free or at a reduced rate; nor can such a company make a binding contract with 
a municipality or an individual whereby its service will be furnished free or at a 
reduced rate. The decision of the Pennsylvania Supreme Court gives a basis for 
the Commission’s interpretation of Pennsylvania laws—City of Franklin v. United 
Natural Gas Co., P.U.R., 1920, B, 800; see also Ben Avon v. Ohio Valley Water 
Co., 4 P.C.R. 637, affirmed by the supreme court in 260 Pa., P.U.R., 1918, D, 
49, 103 Atl. 70; see also Leiper v. Baltimore & P.R. Co. 262 Pa. 328. 


4 Re Portland Railway, Light and Power Co., P.U.R., 1918, A, 751, 764. 
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The increasing complexity of the conditions under which 
utility service is rendered has made it necessary for a public 
utility to have contracts concerning rates with certain consumers 
to protect itself. Loss to the utility may result from the fact 
that the facilities necessary to supply some consumers are very 
expensive and that such consumers may use but very little 
of the utility’s service; in fact, use it only for emergency purposes. 
It is obvious that a public utility would suffer serious loss in 
such a case unless it had a contract which would protect it. 
It might appear, too, that if rates which had been fixed in such 
a contract were found by a regulating body to be too low, and 
consequently were advanced, that a large consumer could with- 
draw and furnish utility service for himself. But to allow a 
large consumer to withdraw might be very unfair to the utility 
if it had made substantial investment either in general plant 
or special facilities in order to be able to give such a consumer 
his service. 

Contracts on rates between a consumer and a public utility 
cannot be looked upon as a contract between private parties. 
Contracts providing for rates which might be equitable at the 
time the contract was made might become very unfair with the 
passing of time. Whether rates become too low with changes 
in economic conditions, or were placed too low when the contract 
was made, the effect in either case is an unfair burden on other 
utility consumers. Fortunately there is little question concerning 
the legal right of regulating bodies to set aside contract rates 
which are found to be unfair.” 

Looking at the problem of contract rates from the point of 
view of large consumers it is seen that such rates are necessary. 
Without contracts that provide rates which are equitable there 
would be no reason why very large consumers should not remain 
independent and provide service for themselves. This means 
that a contract providing a very low rate per kilowatt hour 
for electricity would be justified if the consumers also paid 


* See, for example, Union Dry Goods Co. v. Public Service Commission of Ga., 
248 U.S. 372. United States Smelting, Refining and Milling Co. v. Utah Power and 
Light Co. (Utah Supreme Court), 197 Pac. 902, P.U.R., 1921, B, 837. 
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proper service charges, and, in certain cases, demand charges. 
Service charges and demand charges are discussed in a previous 
article! The former charges cover the cost of furnishing the 
facilities which are necessary to give the service; the latter are 
levied in certain cases of peak-load demands upon the utility. 

Contract rates, then, are very desirable both from the stand- 
point of the utility and of the consumer. But such contracts 
should not be used as a cloak to favor certain classes of consumers. 
Even without improper motives back of contract rates they 
may be unduly discriminatory in effect. The very complexity 
of much of the service of utilities makes it very difficult to con- 
struct rate schedules that are equitable. All contract rates 
should be carefully examined by regulating bodies to determine 
whether the following charges are fair and reasonable. First, 
the rates for the utility service itself. Second, the service 
charges which are supposed to cover the cost of facilities neces- 
sary to render the various kinds of service. Finally, in the case 
of some utilities, notably central electric stations, demand charges 
which are to meet the extra burden imposed upon the utility 
because of peak-load or unusual demands. Contract rates 
which do not take into consideration these three factors may be 
unfair and inequitable. Moreover, changing conditions that 
would affect any one of these three factors might make it neces- 
sary to require substantial changes in contract rates. 


FLAT AND METER RATES 


In the early history of public utilities it was the common 
rule to give unmetered service, and while metered service has 
been quite generally introduced there are too many instances 
even at the present time of unmetered service. Ordinarily, 
free service is unmetered service. The very fact that cities, 
institutions, and even certain individuals have unmetered 
service tends to encourage waste. This in turn increases the 
burden upon all other consumers. In passing upon a recent 
application for an increase in flat rates for water, the California 
commission said it was impossible to establish a schedule of 


* Journal of Political Economy, February, 1924. 
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unmeasured rates whereby the burden gf maintaining the system 
is equitably distributed among the various consumers in propor- 
tion to the use of water. Both flat and metered rates for water 
were in force in Linton, Indiana, in 1920. The meter sales for 
the year were 55,902,000 gallons. In other words, 31 per cent 
of the water sold went to metered consumers. But the revenue 
from metered service was 52.5 per cent of the total, excluding 
fire-hydrant revenue.? In considering rates for electric service 
the Montana commission recently observed that there had been 
three expansions of the plant and it raised the question whether 
the expansion to some degree had not been due to the waste- 
fulness and inefficiency due to unmetered service. This com- 
mission maintained that there is no more sound reason why 
electricity should be sold in unknown quantities than there is for 
selling coal “so much a load.”3 In some instances a public 
utility will provide a metered service, but will give a guaranty 
that the cost of service for a month or a year will not exceed a 
certain amount. Such a policy is in last analysis the same as 
a flat rate. It is therefore manifestly unfair and discriminatory 
and puts a premium upon waste. It would appear that the public 
ought to realize that unmetered rates foster inefficient operation, 
high operating costs, and hence higher rates for all. 


CLASSIFICATION OF CONSUMERS 


Classification of consumers, while at first very crude, has 
been carried out extensively in more recent years. One of the 
earliest classifications and one which is followed at present is 
that of business and residence consumers. Another is large 
and small industrial consumers. Some classifications divide 
users into old and mew consumers. A personal basis for classifi- 
cation is seen in reduced or free service for the employees, 
officials, and even the stockholders of utility companies. 

Any classification of consumers should rest upon a logical 
and equitable basis. For example, to divide electric-light con- 


* In Re Goold v. Johns, P.U.R., 1921, C, 289. 
2 Re City of Linton, P.U.R., 1921, E, 295, 299. 
3 Re Electric Service and Rates at Eureka, P.U.R., 1922, B, 360, 364. 
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sumers into business and residence consumers may be very 
unfair. There would be no justice in electric rates that were 
very much higher for residences than for business establish- 
ments unless there was sufficient difference in the amount of 
energy consumed to warrant such a division. In one case in 
which a base-rate charge for residences was 15 cents per kilowatt 
hour, and 11 cents for business concerns, it was found from an 
examination of the books of the utility for consumers listea from 
A to L inclusive, over a period of three months, that over 63 
pet cent of the business consumers used no more energy than 
did 99 per cent of the residential consumers.’ There is a sound 
basis for a classification of consumers into so-called long-hour 
and short-hour users, with a lower rate per kilowatt hour for the 
former. Hence, classification into large and small industrial 
consumers can be justified if it is properly done. 

A division of consumers solely on the basis of “old”? and 
“new”? consumers is unfair. The date on which a patron is 
taken over by a public-utility company is not a fundamental basis 
for rate-making. Cities sometimes make low rates to new indus- 
tries for water, for electric current, or other utility service; if 
the utility is not owned by the municipality, the stipulation is 
sometimes made in franchises granted to privately owned 
utilities that they shall give preferential rates to new industries 
in order to secure their establishment in the community. To 
single out the consumers of one or more utilities to bear the 
burden of free or preferential service to new industries is obviously 
unfair. If the policy of subsidizing new industries is to be 
followed, there is no reason to believe that the consumers of a 
certain utility would profit more than would the population 
generally by the establishment of such industries. 

Moreover, preferential rates to a manufacturing establishment 
in many of our cities could not be justified on the basis of a whole- 
sale rate, for there are many large mercantile establishments, 
and in some instances even office buildings, that would use a 
greater quantity of service. To favor new industries, therefore, 
is to make the difference in rates on the basis of the use to which 


* Warsaw v. Warsaw Gas and Electric Co. (N.Y.), P.U.R., 1920, E, 618, 620. 
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the public-utility service is put. There is no justification for such 
a discrimination. If a division of consumers into “old” and 
“new”’ were accepted as a fair basis for rate-making it would 
enable a telegraph or telephone company in the leasing of private 
wires to give undue advantage to certain press associations or 
newspapers and to discriminate against certain others. Mani- 
festly such a plan cannot be justified.? 

What has been said does not mean that there might not be 
instances where it would be to the interests of consumers for 
a public utility to grant preferential rates to new industries or 
to foster the industrial development of a community provided 
the service is not rendered below cost, and if there appears to 
be a possibility that because of the economic development, 
and hence the greater volume of public-utility business, the 
consumers generally can be served at lower rates than would be 
possible without the larger volume of business. Regulating 
bodies might, therefore, be given some latitude to ‘‘gamble” 
on possibilities of the development of a public utility’s business. 

There should, however, be a limit to the ‘‘gambling”’ on the 
future. The general body of consumers should not be required 
to make up the deficit caused by furnishing service for less than 
the actual cost of rendering it. Ordinarily, any special rate given 
should cover the actual out-of-pocket costs of rendering the service. 
If the management of a public utility has implicit faith that 
certain new lines of business can be developed, provided rates 
somewhat below the actual cost of rendering the service are 
granted at the outset, then its faith should be tested by its willing- 
ness to accept a reduced rate of return fora period. The utility’s 
rate of return on a series of years can be adjusted by allowing 


tIn Missouri, a city which was anxious to encourage the development of 
manufacturing made a close bargain with a water company for a manufacturer’s 
rate for water. The Missouri commission held that such a rate, not based upon 
the quantity of water used, was discriminatory.—Hines v. Joplin Water Works Co., 
P.U.R., 1920, B, 943. For another Missouri case, similar to the above, see P.U.R., 
1917, B, 576. The New Jersey commission has held that « gas rate on the basis 
of the use is discriminatory, P.U.R., 1919, B, 860. 

2 For a case in which such discrimination was involved see Postal Telegraph- 
Cable Co. v. Associated Press, 228 N.Y. 370, 127 N.E. 256 (N.Y. Court App.), 
P.U.R., 1920, E, 1. 
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somewhat more liberal returns in later years, provided such 
earnings can be realized as a result of the increased economies 
due to the larger scale of operations. An advance in rates to 
all consumers should not be made in such cases to make up 
the early deficits. Preferential rates by a power and water 
company for irrigation purposes might be justified by the develop- 
ment of an area served and thus by the ultimately lower rates 
both for electricity and water as a result of the economic develop- 
ment which would take place. 

Discrimination through furnishing of service to the officers, 
stockholders, and employees of public-utility companies without 
charge or at reduced rates has been very common in the United 
States. Sound public policy demands that any inadequacy 
in the remuneration of officials and employees of utility com- 
panies should be made up by an increase in salary or wages and 
that all service rendered to them should be metered and paid 
for at regular rates. The compensation of such persons and the 
amount of service they receive should be reflected in the accounts 
of the utility. 

CONSTRUCTION OF RATE SCHEDULES 


Somes types of rate schedules often give a preference to 
certain consumers. As has been implied in the discussion of 
contract rates, it is justifiable to construct a rate schedule 
on a basis which allows a reduced rate as the quantity of service 
consumed increases. Sometimes the manner of applying this 
principle leads to discrimination and to waste of utility service. 
For example, suppose that under a so-called “‘step-rate” plan 
80 cents per cubic foot would be charged if 10,000 cubic feet 
or less of gas were used, but if more than 10,000 cubic feet were 
consumed the rate for all the gas consumed would be 65 cents. 
Obviously, when a patron had consumed 9,000 cubic feet of 
gas he would have a larger bill than if he would use an extra 
2,000 cubic feet beyond that point. Such discrimination between 
classes of consumers is not justified and the scheme puts a pre- 
mium on waste. 

The principle of allowing a lower rate on a larger consumption 
of utility service can be given sufficient recognition through the 
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application of a “‘block-rate” principle. Under the block rate, 
for example, there would be, say, a rate of 80 cents per thousand 
cubic feet for gas for the first 10,000 cubic feet; for gas consumed 
between 10,000 and 20,000 cubic feet the rate could be 65 cents. 
Such discrimination rests on a sound economic basis and when 
allowed to all under the same circumstances should not be 
prohibited. 

Another form of rate-schedule manipulation is found in the 
combination of the quantities of service consumed by one patron 
in different localities or at different installations, in order to 
give to such a consumer certain wholesale rates to which he 
ought not to be entitled. A good example of such a plan is that 
of allowing a number of schoolhouses within a district to combine 
the quantities of electric current used by them all in order to 
get a lower rate. The different plants of a manufacturing 
business are sometimes furnished electric current in such a 
manner that it is unjust discrimination to allow a combination 
of the readings of different installations. Combinations of 
the meter readings for water at several different stations by a 
railroad company would give to it a lower rate on its total 
consumption than it would deserve. 

It may be objected that proper rate classification cannot 
be made without undue cost. Differentiation can be carried 
out in rate schedules within reasonable limits without exact 
mathematical apportionment of costs of classes of service to 
individual consumers. Simplicity in rate schedules is much 
to be desired so long as schedules are equitable and non- 
discriminatory. Any deviation in rates should maintain a 
logical relationship between the conditions and the rate. Or 
stated another way, variations in rates should be based upon some 
essential dissimilarity. 

Sometimes consumers own a part of the equipment which 
is employed in giving them service. Such a plan, in some cases, 
merely provides a pretext for unfair rates. If conditions demand 
that consumers furnish a part of the facilities which are necessary 
to establish a public utility in business, provision should be 
made for a rental of the property owned by the customer. The 
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entire transaction should be reflected in the accounts, always 
open to public inspection. Such ownership should not be the 
basis for unfair discrimination in rates. 


DISCRIMINATION THROUGH INTERUTILITY RELATIONSHIPS 


The development of large-scale production and distribution 
of public-utility service has brought into the foreground three 
types of discrimination that are somewhat difficult to cope with. 
One of these is found when the users of one kind of utility service 
make up the deficit which may be incurred in furnishing some 
other kind of utility service. Another is the discrimination 
against one utility company by another either in complementary 
or in competitive service. The third is the discrimination 
against localities which results from the rates which may be 
charged by a big public-utility company operating in many 
different cities and rural districts. 

There are distinct advantages in having one large utility 
company furnish several different kinds of service. For example, 
a street railway company can effect substantial economies by 
furnishing to the community it serves current for both light 
and power.’ But its accqunts may not be accurate, or they 
may be manipulated so that it is not possible to determine 
whether each of these services is paying for itself. In recent 
years it is probably true that in many instances deficits in the 
street railway business have been balanced by revenue from 
the sale of electricity for light and power. Sometimes a public- 
utility company will give a very low rate on heat in order to 
develop that phase of its business. The company calculates 
that it is good business to accept a loss on this part of its business 
and make up the deficit on some other part of its service. 

When service is rendered at a loss, there should be some broad 
economic or social basis for such a policy. As has been suggested, 
a public-utility company would be justified in making a rate 
for some class of service so low that there would be temporary 
loss, provided continuation of such service would ultimately 


* See “‘Problems in the Development of a Super-Power System,” by the writer, 
in Harvard Business Review, January, 1924, pp. 160-73. 
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enable the utility to recoup its losses without putting a burden 
on other classes of consumers. A community might be justified 
in giving a very low rate on water so as to encourage its use on 
sanitary grounds. But unless such discrimination can be 
justified on board economic or social grounds it ought not be 
permitted." 

An interesting example of one big public-utility company 
discriminating against another is seen in the attempt on the 
part of the Western Union Telegraph Company to refuse to 
grant credit to the Postal Telegraph Company after having 
extended credit to the Postal for a period of thirty years and 
while granting credit to other consumers no more financially 
responsible.? 

Through intercorporate relationships an unfair advantage 
is sometimes taken of a distributing company by a producing 
company, or sometimes by a holding company, which controls 
all relations between producing and distributing companies. 
This frequently means that a public utility in one locality is 
dealing at arm’s length with the company from which it receives 


some utility service. In this way a certain locality may be 
called upon to pay more than a fair rate for utility service because 
the local utility has been required to pay an increased rate for 
service to a producing company. 


«For an interesting case see Re Pacific Gas and Electric Co. (California), 
P.U.R., 1920, E, 597. 

? For a period of about thirty years the Western Union had granted credit to 
the Postal Telegraph Company. After the United States government turned 
back the telegraph systems to their owners, the Postal Telegraph immediately 
reduced its rates 20 per cent to the pre-war level. The Western Union did not 
reduce its rates and it also refused credit to the Postal. Facts disclosed that 
70 per cent of the Western Union’s business was done on credit, and that probably 
its most important business was thus carried on. The second District Commission 
of the state of New York held that such discrimination against the Postal Telegraph 
Company was not justified. See Postal Telegraph-Cable Co. v. Western Union 
Telegraph Co., P.U.R., 1920, A, 683. For a later case which came before the New 
York Supreme Court in which the court held that the Postal Company might not 
grant credit to a consumer for whom some Western Union service was to be rendered, 
if the Western Union itself had refused credit to said consumer. New York Supreme 
Court, Appellant Division, Third Department, People Ex. Rel. Western Union 
Telegraph Co. v. Public Service Commission, Second District, 192 App. Division 
748; 183 N.Y. Supp. 659; P.U.R., 1920, F, 630, 642. 
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An interesting case involving discrimination against a local 
public-utility company and in turn against the locality served 
by it arose a few years ago in one of the southern states. A 
local public utility had been generating its own electricity by 
a local steam plant. A big public-utility organization built 
a transmission line into the locality and induced the local 
company to discontinue its steam plant and sign a contract to 
purchase its electrical energy. This, of course, made the locality 
dependent upon the big power company for current, and when the 
contract expired the power company refused to sell any more 
current except at a very substantial increase in rates, and at 
rates very much higher than were being charged to many other 
localities. The supreme court of the state involved decided that 
a power company which had dedicated its property to public 
use could not arbitrarily select the consumers whom it would 
serve, and that charges in the various localities for similar service 
should be equal; also that this obligation could not be evaded 
even though the consumer might be to some extent a competitor." 
Obviously such discrimination should not be permitted unless 
there are economic reasons why one city within a group should 


be charged a higher rate than others. The common-law rule 
applying to discrimination against individuals does not cover 
this newer form of discrimination in public-utility rates aginst 
localities. Legislation in the future should, therefore, include 
“localities” in the anti-discrimination provisions.” 


DISCRIMINATION THROUGH CONFLICTS IN REGULATION ITSELF 


With the distribution of utility service over wide areas 
the discrimination which occurs among different localities or 
even between states is sometimes a serious problem. For 
example, one city by crowding down rates, makes it necessary 
for a public utility to keep rates higher than would be fair in 
another city in order that it may receive a fair return on the 

t This is a case in North Carolina of Salisburg & Spencer Railway Co. etal. v. 
Southern Power Co., 179 N.C. 18, P.U.R., 1920, C, 688, and 102 S.E. 625, P.U.R., 
1920, D, 560. 

2 That this need is already appreciated in some states may be seen from the 
laws of Illinois, 1913, p. 479, sec. 38. 
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aggregate of its business. Franchise taxes on gross receipts 
in one community and not in another may produce the same 
result... Heavy obligations on an interurban railway for paving 
in one city may mean that car riders in other cities are required 
to help pay the costs of paving the streets of a city in which they 
do not live.2. Obviously the same condition presents itself as 
a result of conflicting or ill-advised state legislation. 


SUMMARY AND CONCLUSIONS 


From the foregoing discussion it is evident that there are 
a number of types of discrimination still in existence that ought 
to be eliminated. Discrimination which cannot be justified 
on economic or social grounds ought not ta be allowed. This 
discussion indicates, too, that there is much danger that there 
will be to an increasing extent unfair discrimination in the regula- 
tion by cities themselves of rates, of service, or of both. The 
evidence shows also that there is need for more careful regulation 
of intercorporate relationships in both intrastate and interstate 
utility service. There ought to be effective control over holding 
companies which in turn have control over the local utilities, if 
discrimination against localities is to be eliminated. As our utili- 
ties serve larger areas it will be imperative that provision be made 
against discrimination by the states themselves in their regula- 
tion of what is, in effect, interstate utility service. 

Whatever form unfair discrimination takes it means, in the 
final outcome, inequitable rates to some consumers, and in the 
last analysis it usually means impaired service. Our regulation 
of utility accounts has been developed to such a stage that it 

* The California commission has held, in a gas-rate case, that a city with a 
tax on gross revenue of a public utility shall place the burden on its own population, 


and not upon the customers of the whole field served by the utility. See Re Southern 
California Gas Co., P.U.R., 1922, A, 277, 282. 


2In some states there has been a demand in recent years for the abolition of 
state utility commissions and the substitution instead of municipal home rule. The 
consumers of utility service would suffer under such a change. The writer has 
pointed out in another connection (Harvard Business Review, January, 1924) that 
the large-scale production and distribution of utility service now makes it impossible 
for any one city to attempt control over a company which is at the same time 
serving scores of other cities. This is especially true of the light and power utilities. 
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ought to be possible to eliminate all forms of discrimination that 
are not justified on broad economic and social grounds. Such 
results can be accomplished only through careful study and 
analysis of the rates of our various public utilities. Too fre- 
quently in important rate controversies utility commissions 
are dependent upon the analysis of rates made by the utilities 
themselves. The business of our public utilities is becoming 
more complex, and this in turn makes unfair discrimination not 
only possible but probable unless rates are based upon a very 
thorough study of all possible factors involved. 

The fact, too, that most of our public-utility commissioners 
serve but a short time makes it imperative that the lead of some 
of our states be followed in providing a body of rate experts 
to be attached to each commission. These persons should be 
paid salaries high enough to make their positions desirable and 
hence give to the public the benefit which can come only through 
long tenure in such work. These rate experts should be sent 
into other states as occasion warrants to study outstanding rate 
problems. States which cannot afford such rate bodies could 
form a joint rate group to study the rate problems of several 
states. 

Both the public and the utilities would profit by extending 
regulation to include a constructive and comprehensive study 
of rates. It is only on the basis of such a study that discrimina- 
tion in rates can be justified or eliminated. In other words, 
such a continuous study of rates should have two important 
results. It should enable regulating bodies to know whether 
the rates which they approve are equitable and it should serve 
to educate the public on what constitutes justifiable discrimina- 


tion in rates. 
C. O. RUGGLES 
Onto STATE UNIVERSITY 


























GERMANY’S REGULATION OF THE 
LABOR MARKET 





I 


In passing the Public Employment Exchange Law of July 13, 
1922, Germany has gone a long way toward effecting a systematic 
and business-like regulation of the labor market and has come to 
have an instrument which, while it cannot of itself create work 
opportunities, can help minimize greatly the ever present unem- 
ployment problem. The Public Employment Exchange Law 
which became effective in October, 1922, created for Germany a 
network of employment exchanges all organized on a uniform 
basis and brought into organic connection with one another 
through a series of central organizations. The unit of the 
employment service is the Public Employment Exchange main- 
tained by the local commune or federation of communes. At 
present there are 1,030 such local public employment offices in 
Germany. The various local public employment exchanges of 
given areas—generally provinces or states—are centralized in 
state employment boards, of which there are 22 at this moment. 
These state employment boards find their apex in a central 
organization called the National Employment Board with head- 
quarters in Berlin. 

The actual work of labor placement is done by the local 
employment exchanges. According to the law their functions 
can be extended to include the work of carrying out the legal 
unemployment relief measures, the giving of vocational guidance, 
the placing of apprentices, etc. The state employment boards 
have general supervisory powers over the local employment 
exchanges within the area covered by them. Their chief task 
is to watch the labor market of their district and to bring about 
an adjustment between labor supply and demand within that 
area. The National Employment Board has the complete 
supervision of the whole employment exchange system. The 
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board acts as the central clearing agency for the entire German 
labor market and has the right to effect such measures as will 
bring about a desirable adjustment of labor supply and demand 
between different states, localities, etc. The National Employ- 
ment Board, besides exercising its control over the labor market, 
has general supervisory powers over the work of vocational 
guidance, the placement of apprentices, etc. It is the further 
duty of the board to make regular reports concerning the state 
of the labor market, the results of job placements, to record 
industrial disputes, the development of collective agreements, and 
so forth. 

The principle of economic and social self-government which 
has found general application in the labor legislation of the new 
Germany is also to be found in the law governing the employ- 
ment service. In order to keep the employment service in close 
touch with the actual employment situation and have it reflect 
the current needs of industry, it is aided by joint advisory bodies 
which have a determining influence upon the administration and 
operation of the employment service; these bodies may be 
regarded as some of the most important organs of the whole 
employment exchange system. 

The local employment exchanges operate under the super- 
vision of joint administrative committees, of trade unionists and 
employers, equally represented. These committees set up the 
principles according to which the employment exchange is to be 
conducted, having the full right to inquire into all the affairs of 
the exchange. These committees also propose to the communal 
authorities the persons to be engaged as managers and the staff 
for the local employment exchange and they also stipulate the 
conditions under which they are to be employed. The local 
administrative committee is presided over by an impartial chair- 
man appointed by the commune with the approval of the com- 
mittee. The chairman is appointed by the communal authorities 
and not by the administrative committee in order to prevent 
either the employers’ or workers’ organizations from exercising 
undue influence upon the organization, to guarantee general 
impartiality of the service rendered, and to help the employment 
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exchange maintain its character of a public institution. The 
work of the state employment boards is also aided by administra- 
tive committees,—the latter composed of one-third employers’ 
representatives, one-third workers’, and one-third of representa- 
tives of the communal authorities. The National Employment 
Board has an advisory council, the composition of which is 
similar to the committees of the state employment boards. 

If in any locality in Germany there arises a need for special 
employment departments for particular branches of industry, 
for certain trades or for salaried employees, such departments can 
be established as an integral part of the local employment 
exchange. These departments are administered by special joint 
committees of employers and workers and are to advise relative to 
questions touching directly the interests of the industry concerned. 

The National Employment Board, as prescribed in the law, 
has created a special department for salaried employees. The 
seamen recruiting offices are regulated by the German Public 
Employment Exchange Law in accordance with the Genoa 
Agreement of June, 1920, of the International Labor Office of the 
League of Nations, which provides that recruiting offices of sea- 
men shall be administered jointly by the shipmasters and seamen 
under an impartial chairman. 

The law does not set down in minute details how the place- 
ment of workers is to proceed, but has only established certain 
guiding principles which are to be observed. The prime con- 
sideration in placing the worker is to be his special fitness for the 
particular job. Women applicants are to be placed by specially 
trained women employees of the employment exchanges. The 
placement has to be done impartially and without consideration 
of the applicant’s trade union or other affiliation. The employ- 
ment exchange is forbidden to mark a man unfavorably to pre- 
vent him from getting employment. The local employment ex- 
change must not take sides in any industrial controversy and it 
is not to give its aid to any measures of punishment that either the 
workers or employers may institute. The employment service in 
general is to abstain from influencing the prevailing local wage 
scales. However, where there is a collective agreement in force, 
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workers are to be placed at the union scale of wages regardless of 
whether they do or do not belong to the organization which has 
entered into the agreement. If an employer wants to pay wages 
less than the prevailing local scale the public employment ex- 
change must decline to place workers under such conditions. 

As to the vexing question of the attitude of the employment 
service in case of pending labor struggles, the law makes it 
obligatory upon the employer to notify the employment service 
in writing of the beginning and end of a strike or lockout affecting 
his establishment. While it is not obligatory upon the workers 
to notify the employment exchange when they enter upon a 
strike or have been locked out, they have been given the right 
to do so under law. If the employment service has been notified 
by either side that a strike or lockout is in progress, it must advise 
the applicant of that fact and place him only if requested directly 
by the applicant to be placed. Workers who are unemployed 
because they are out on strike or are locked out are not to be 
placed by the employment exchange unless the employer they 
are sent to is aware of that fact. 

The law does not make the use of the public employment 
exchange compulsory. Nor is it obligatory upon the employer 
to accept the applicants recommended. The law has, however, 
given the Minister of Labor the right to institute compulsory 
registration of help wanted when in his opinion such a measure 
is desirable. Since the enactment of the public exchange law, 
compulsory registration has not been resorted to and is not likely 
to be unless the employment situation becomes desperate due 
to a possible severe industrial depression. Even though the use 
of the employment exchange is not obligatory upon the employer, 
the trade unions have been able to bind nearly all the big 
employers’ organizations through collective agreements to register 
their needs for workers with the public employment exchanges. 
And where such agreements do not exist, it is quite certain that 
the Works Councils’ will urge the use of the public employment 
exchange upon the employer. 


* A law enacted in February, 1920, makes it obligatory for all establishments 
having 20 or more employees to institute Works Councils which are to participate 
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The services of the public employment exchange are rendered 
entirely free of charge. The expense of the upkeep of the 
employment service is regulated only provisionally and borne 
at present by state funds. In the future it is intended to defray 
the expenses from the contributions of employers and employees 
to the unemployment insurance system that is to be established. 

How important the employment service has become to the 
industrial life of Germany may be seen from the fact that in 
1921 over five million workers were placed by the then-existing 
public employment exchanges and in 1922 more than five and 
one-half million workers were placed. Some details concerning 
the work of the employment service are given below: 


TABLE I 
EMPLOYMENT ACTIVITIES OF THE GERMAN PUBLIC EMPLOYMENT SERVICE 
(Selected months, 1921-1923) 











Percentage 
Date Help Wanted | Registrations | Positions Filled | Registrations of 
Help Wanted 
1921 
BID oct oeacncs 504,022 1,058,654 378,132 210 
| RSE ere 551,057 1,039,227 406,420 189 
ea 604,820 915,168 449,917 151 
GINS 5.60600 mscoun 697,717 890,771 524,486 128 
1922 
ere eT 587,102 879,313 413,296 150 
MR si ansccascauwad 720,408 810,778 490,458 113 
| Nn 688 , 667 731,959 464,552 106 
ee eer 570,599 785,793 417,506 138 
1923 
January. ........664. 328,066 732,650 245,189 223 
ry ae eee 423,322 1,152,403 297,193 272 

















It is perhaps a little too soon after the enactment of the 
employment exchange law to attempt an exact evaluation of the 
efficacy of the employment service as now constituted. Opinion 


in the regulation of wages and working conditions within the establishment, and 
which have also been given some limited rights to supervise managerial functions 
through the right to inspect books, representation on the board of directors, etc. 
For details see the author’s articles “‘The German Works Councils,” Adminis- 
ération, July 1922, and “The German Works Councils,” Journal of Political Econ- 
omy, Vol. XXXI, No. 5, October, 1923. 
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seems to be quite general in Germany, however, that the present 
employment arrangements mark a great step in advance in the 
regulation of the labor market. Through the closely knit 
organization of the employment machinery and centralization 
of the service, it is possible to record almost instantly the fluctua- 
tions of the labor market and to bring about such an adjustment 
as seems most desirable and feasible at the moment. The 
autonomy which the law guarantees in the administration of the 
employment machinery is considered of great value in keeping 
the service in close touch with the actual situation, and enables it 
to effect continued improvements in the service that will meet 
the prevailing needs. 

Employment experts expect that the public employment 
service is gradually going to place all labor, with the exception 
perhaps of specially qualified groups of workers where it would 
be inexpedient, and thus come to have virtually a monopoly of 
labor placement in Germany. The employment service within 
the short time of its reorganization has been able to absorb quite 
a large number of non-public employment bureaus, and it may 
be anticipated that the still remaining non-public employment 
offices—134 maintained by workers’ organizations, and 19 main- 
tained by employers’ organizations—will become a part of the 
public employment service in the not distant future. Some 
exception to this is to be noted, however, as a number of employ- 
ment bureaus for salaried employees (Germany has 66 such 
bureaus at present, some of which are very large and important) 
are quite likely to continue to function. This is a compromise 
in deference to the wishes of one of the large commercial 
employees’ organizations of nationalistic tinge, which was loth 
to be absorbed by the public employment service. 

The ever growing importance of the public employment 
service naturally spells the doom of the private employment 
bureaus conducted for profit. The process of their disappearance 
is accelerated through the public employment exchange law which 
decrees that they shall cease to function not later than 1931; 
and from 1922 on, new licenses to conduct private employment 
bureaus are not to be issued, and those still in force are not to be 
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renewed. The law does not, however, preclude the use of adver- 
tisements in newspapers, magazines, etc., as an employment 
medium. 

II 

We now come to a phase of the regulation of the labor 
market which does not deal with labor placement as such, but is 
designed to exercise control over existing employment opportuni- 
ties. If in slack times it should become necessary to reduce 
the working force, permanent employees are not to be dismissed 
before a system of short-time work is first resorted to in order 
to avert discharge; that is, the establishment is to be run in such 
a way as to give every permanent worker the opportunity to 
have at least twenty-four hours of employment per week. It is 
left to the regulation of the individual establishment whether the 
daily working hours for all employees are to be reduced or if 
there is to be full-day employment of a part of the workers on 
different days of the week. 

Only if the establishment is not able to give even twenty-four 
hours of employment and would be compelled to reduce the 
working time below twenty-four hours, has the employer the 
right to resort to dismissal of employees. But in that event he 
is to exercise care in the selection of the persons to be dismissed. 
The importance of the worker to the organization and the possi- 
bility of the impairment of the plant’s efficiency are to be care- 
fully considered, and special consideration is to be shown to the 
older, more experienced worker of long-service record and to 
those having dependents. The law has created certain safe- 
guards for the worker who thinks he has been unjustly dismissed 
by giving him the right to call upon the Board of Conciliation 
(on which employers and workers are equally represented) and in 
some cases upon the state authorities to conduct an investiga- 
tion into the circumstances of his dismissal. . 

Besides the foregoing limitation on the employer’s right of 
dismissal in slack times, some further safeguards against dis- 
charge established under the Works Council Law need to be 
mentioned here. These are chiefly (1) the right of the worker 
who has received notification of dismissal to call upon the Works 
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Council to have it induce the employer to revoke his action and 
if unsuccessful to call upon the Board of Conciliation for a 
decision in the matter; (2) special protection in case of discharge 
of Works Council members, because the employer must first 
secure the approval of the Works Council itself before serving 
notification of discharge on one of its members; and (3) the 
employer’s duty to give the Works Council advance notice if the 
condition in the establishment makes it absolutely necessary to 
reduce the working force, or if it is intended to lay off all workers 
because of shutdown of plants. 

It need hardly be emphasized that the law’s provisions to 
stretch work in slack times and the various safeguards against 
dismissal have been of the greatest importance to the workers. 
They have prevented the one-sided interests of the employer from 
predominating in times of depression and have given the workers 
assurance that consideration will be given to their interests also, 
as well as effecting an equitable distribution of the burden of 
unemployment among them. The trade unions particularly 
attach great weight to the principle of short-time work. The 
government likewise has held to it, because in times of economic 


depression it prevents the worker’s complete severance from the 
establishment, diminishing thereby the demoralizing influence of 
the worker’s being wholly unoccupied and entirely away from 
his workplace. 


III 


Germany has developed another important device to help 
keep the industrial apparatus intact in times of approaching 
economic crises through the provisions of the law which make it 
incumbent upon the employer to notify the state commissioner 
of intended partial or complete shutdown of industrial establish- 
ments. Notification is to be given by industrial establishments 
(not commercial undertakings, as they are not affected by this 
law) employing up to 200 persons which intend to dismiss 10 
or more workers of their force, or by establishments having more 
than 200 employees, which intend to dismiss 5 per cent or more 
of the total number employed, or by establishments having more 
than 200 employees when the total number to be dismissed at 
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any one time exceeds 50. After notification to the state com- 
missioner has been made, the law prescribes that a “waiting 
period” of one month is to be observed during which time the 
employer is prohibited from carrying out any of the proposed 
measures, and no change is allowed to take place in the general 
situation of the establishment. During the “waiting period” 
the state commissioner, in consultation with the representatives 
of the management and workers, industrial experts, employers’ 
and workers’ organizations, etc., is to examine into the circum- 
stances which are causing the employer to apply the intended 
measures and what means can be employed to do away with the 
economic difficulties of the establishment, viz., securing of orders, 
granting of credits from public funds, etc.; or to determine 
whether, in view of the whole situation existing in the particular 
industry and the general conditions of the workers directly con- 
cerned, approval should not be given to the measures planned 
by the employer. 

For the two and a quarter years’ period—from January 1, 
1921, to March 31, 1923—the state commissioners received 3,340 
notifications of intention of shutdown, of which 100 were for 
complete dissolution of plants, 1,640 shutdowns of entire plants, 
and 1,600 shutdowns of parts of plants. In the great majority 
of cases the reasons given for dissolution or shutdown of plants 
were the lack of orders and lack of capital. After investigation the 
state commissioners granted the employers’ request in 60 per cent 
of the cases of dissolution of plants, 60 per cent of shutdowns of 
entire establishments, and 70 per cent of cases of shutdowns of 
parts of plants. The total number of workers who would have 
been dismissed, had all the intended measures been carried out, 
was 260,000. Actually a little over 123,000 were dismissed. 
Through the intervention of the authorities the jobs for nearly 
137,000 workers were saved. 

There is a sharp division of opinion among the workers and 
employers about the desirability of government control in shut- 
down of plants. It is self-evident that the workers strongly 
advocate such control, while the employers are just as strong in 
their opposition, because they see in it an irksome interference 
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with industrial freedom. The government, after more than two 
years’ experience with the law, has declared itself as favoring the 
maintenance of control of shutdown of plants. It claims that 
the very fact that such a measure is in existence acts as a deterrent 
upon the employer who generally is reluctant to lay bare to the 
public his internal business affairs and will do all he can to con- 
tinue operation. The government’s observation has been that 
the compulsory waiting period prevents undesirable and hasty 
action on the part of the employer, and gives the state authorities 
opportunity to fit the extent and manner of dismissal of workers 
to the prevailing situation of the labor market, as well as to enable 
them to place the discharged workers elsewhere. The govern- 
ment considers the inquiry into the circumstances of intended 
shutdowns a valuable aid to the maintenance of industrial peace, 
because the workers’ representatives who participate in such an 
investigation are more likely to acquiesce in the shutdown when 
they understand the necessities for it, and will be able more readily 
to convince their fellow-workers. 


IV 


A further regulation of the labor market in Germany is 
effected through the special protection the law affords disabled 
workers who can claim general preference in employment, who 
enjoy special safeguards against dismissal, who have the right to 
demand re-employment after the conclusion of industrial con- 
flicts during which they may have been discharged, and who have 
a right to elect special representatives in the establishment 
to guard their particular interests. 

This special protection, which was first to apply only to those 
disabled in the war and whose earning capacity has been dimin- 
ished one-half, has been extended to include all disabled Germans, 
whose earning capacity has been reduced at least 50 per cent 
through industrial injuries or accidents, and who have claims to 
a pension under the Federal Accident Insurance System. Local 
welfare boards, on which employers, workers, and the disabled 
men are represented, may in their discretion, have the full benefits 
of this protective law apply also to any other disabled persons 
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with diminished earning capacity of from 30 to 50 per cent, and 
to include not only the war-blind, but even those who were already 
blind before the war. 

At present the law prescribes that for each twenty to fifty 
employees in an establishment there shall be at least one dis- 
abled worker and for each additional fifty employees one 
more disabled worker employed. Exceptions are granted to the 
employer where the plant employs chiefly women, or where the 
employer makes definitely stipulated money contributions in 
lieu of being freed from employing the disabled. The authori- 
ties have the right to request the employer to equip his plant and 
instal machinery in such a manner as to give employment to as 
large a number of the disabled as possible. In case of dismissal, 
disabled workers must be given four months’ notice, and the 
employer must first secure the approval of the welfare board. 

How far-reaching and important the compulsory employ- 
ment of the disabled is may be seen from the following official 
figures: Of a total of about 350,000 disabled workers in Germany 
(250,000 disabled by the war and 100,000 disabled through 
accident) today more than 320,000 are definitely placed in 
industry. The remaining number could not be placed in employ- 
ment either because of the seriousness of their handicap or because 
housing facilities in the district of contemplated employment were 
lacking. It may be interesting to note that the large majority 
of the disabled have been industrially rehabilitated to such an 
extent that they are able to earn practically the same wages as 
the other workers. 

V 

As a means of creating work opportunities in times of indus- 
trial depression, Germany has developed the so-called productive 
unemployment relief, which is based chiefly upon the idea of 
long-range planning of public works and postponing of public 
works not immediately necessary until periods of general unem- 
ployment. Under this system of productive unemployment 
relief, the Federal Ministry of Labor is authorized to advance 
loans or to make direct money contributions to the persons thus 
withdrawn from idleness, in such amounts as equal the sums 
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that would otherwise have to be paid out in legal unemployment 
allowances. The amounts loaned or contributed are allowed to 
exceed the sum saved in districts where unemployment is espe- 
cially severe or to support relief measures considered to be of great 
public benefit, especially measures aiming to improve the soil. 

Public works to relieve unemployment are generally under- 
taken by the local communes, but the various state governments 
or the national government also sometimes carry out public 
works as relief measures for the unemployed. In certain special 
cases even industrial establishments. privately owned can be 
granted loans from public funds to undertake works for unem- 
ployment relief, but in that event the work must be carried on 
entirely to the exclusion of private profit. 

The law prescribes that the government support only such 
measures of unemployment relief as are really an aid in the 
building up and renewal of industrial life in Germany, and which 
actually create new opportunities for employment. That means 
that works not of general public interest, and which merely aim 
to give employment, such as wood-chopping, unloading of fuel, 
etc., are not to receive pecuniary government support. 

In order to bring the unemployment relief into close connec- 
tion with the public employment service, the unemployed who 
are to be engaged on public works supported by the government 
must be recruited from the public employment exchanges. To 
give employment to as many of the unemployed as possible there 
is to be a rotation in employment through a daily or weekly 
change of workers, or through shortening the work-time and 
employment of more workers. Rotation of workers or short- 
time work is also intended to be a means of taking away the 
incentive of the workers to stick to the relief job and of having 
them return to their accustomed occupations at the very first 
opportunity. The wages paid to the unemployed on public 
works in general are to be in accordance with the prevailing 
union scale of wages. The expenditures for the productive 
unemployment relief come out of public funds to which the 
national government contributes 6/12 parts, the states 4/12, 
and the local communes 2/12 parts. 
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As to the practical results of this system of productive unem- 
ployment relief, the government declares that it has proved an 
important means of combating unemployment through creation 
of work opportunities, and it thinks that this system will prove 
to be a very important factor in the relief of unemployment in 
times of industrial depressions, which it feels are yet in store for 
Germany. The government points to the fact that for the three- 
year period—from April 1, 1920, to April 1, 1923—it made loans 
and contributions to over 20,000 different relief measures which 
were equivalent to more than seventy million full days of employ- 
ment. The unemployment relief measures consisted chiefly in 
the building of roads, railroad-beds, gas, water, and electricity 
works; sewerage, work of irrigation, drainage of moor lands; 
building of workers’ dwellings, especially dwellings for agricultural 
workers, etc. Besides, as a part of the system of unemployment 
relief, unemployed workers have been assisted in settling in 
agricultural districts; unemployed workers have received voca- 
tional re-education to enable them to enter occupations offering 
more favorable employment opportunities; the trade unions 
have been granted credits with which to revive some branches of 
the textile and clothing industry which suffer from unemploy- 
ment, at the same time these credits enabled them to sell cloth- 
ing at lower prices. 

VI 

In spite of the extensive machinery Germany has developed 
for effective regulation of the labor market, and notwithstanding 
the various legal provisions designed to extend employment 
opportunities, Germany has not been able to dispense with its 
system of money grants to the unemployed which it instituted 
immediately after the war, when it had to take care of millions 
of workers rolling homeward from the front. 

The latest regulation of the system of unemployment allow- 
ances, dating from November 1, 1921, makes it incumbent upon 
the communes to grant unemployment allowances to persons 
able and willing to work, who in consequence of being unable to 
find remunerative employment cannot support themselves or 
their families. For the purpose of fixing the maximum amount 
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of unemployment allowances and to aid in discriminating between 
sections where the prevailing cost of living is either higher or 
lower, Germany has established four cost of living classes and 
puts the different localities of given cost of living levels into one 
of these four groups. Within the groups there is a further 
gradation as to the amounts to be paid to males and females, 
whether they are under or over twenty-one years of age, and 
whether they have their own household or live with someone 
else. The recipient of unemployment allowances is granted 
special allowances for members of his family dependent upon 
him for support, and during the time of unemployment he or 
she is also insured against sickness by the authorities.” 

Unemployment allowances are granted for the six week-days. 
The time during which unemployment relief is granted is limited 
to twenty-six weeks during a period of two years, but this time 
can be reduced to thirteen weeks for workers belonging to trades 
having generally a more favorable employment situation. 
Unemployment allowances are not to be paid, or are to be with- 
drawn, if the unemployed worker refuses to accept suitable work 
offered him, even if the work is not exactly in his line, or if the 
job offered is located outside his district of residence. The worker 
has a right to refuse the job offered, however, if he feels that by 
accepting it he would become a strike breaker. A worker sent 
to a job away from his residence is paid the railroad fare and 
other necessary expenses. His dependents can be given relief 
during the time he and his family are obliged to maintain two 
separate households. The cost of the system of unemployment 
allowances is borne 6/12 parts by the national government, 
4/12 by the ’ tes, and 2/12 by the local communes. 

Besides unemployment grants to the fully unemployed, Ger- 
many has also instituted the so-called short-time workers’ relief, 
which means the payment of special allowances to persons not 
working full time. The amounts to be paid in allowances to 


t No attempt is made in this article to give any details of the specific amounts of 
benefits paid, as they are changed constantly to keep pace with the devaluation 
of the German currency, and to translate the amounts last stipulated by the govern- 
ment into dollars would be misleading in view of the extreme fluctuations of the 
German mark even over short periods of time. 
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short-time workers are fixed in this wise, that if one-half of the 
worker’s total weekly earnings during the short-time work do 
not come up to one and a half times the amount he would have 
received in unemployment allowances for the week, had he 
been fully unemployed, he is to be paid the difference between 
these two sums. The purpose of this provision is to prevent the 
short-time workers’ total income from going below that of the 
fully unemployed workers with the result that the incentive to 
do at least part-time work is taken away. 

The general supervision over the unemployment and short- 
time workers’ relief is in the hands of joint welfare committees 
of employers and employees who work in close co-operation 
with the public employment offices. The trade unions also 
closely co-operate with the authorities in supervising the system 
of unemployment allowances, and a number of the important 
trade unions act as agents and organs of control for the authori- 
ties in the administration of the unemployment funds. 

The importance of the system of unemployment allowances 
can be gauged from the fact that early in 1919 Germany had more 
than one million persons receiving unemployment allowances, 
which figure did not include family dependents. Since then there 
has been a constant decline of unemployment due to a continued 
improvement of the industrial situation—largely, however, as a 
consequence of the depreciation of the German currency and the 
cheapness of the German market; unemployment reached its 
lowest level in October, 1922, when only 16,678 received unem- 
ployment allowances. 

The development of unemployment relief in Germany in 
recent years is shown in Table II. 

Relief work for the unemployed in Germany is not carried on 
by the government alone, however, but also to a considerable 
extent by the trade unions. Long before the war the trade 
unions had established unemployment funds to take care of 
their unemployed, and in the year 1913 spent as much as 
three million dollars on unemployment relief. The German 
trade unions have always preferred to relieve their own unem- 
ployed because it offered a means of effective union control over 
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the membership, but after the Armistice, when unemployment 
assumed such tremendous proportions and the trade unions were 
also hard hit by the devaluation of the German mark, they were 
no longer able to offer adequate unemployment support, and they 
insistently urged unemployment relief by the government. The 
trade unions continue to pay unemployment allowances to their 
membership even today, but the amounts they are able to pay 
are quite negligible. 
TABLE II 


NUMBER RECEIVING UNEMPLOYMENT ALLOWANCES 
FROM THE GERMAN GOVERNMENT AUTHORITIES 


(Selected months, 1920-23) 








Number of Persons} Number of Family 
Fully Unemployed | Members Receiv- 
Year and Month Receiving Unem- Bo nd 
ployment nemployment 
Allowances Allowances 





329,505 306,475 
322,923 293,520 
392,823 362,423 


410, 238 458,924 
413,321 468 , 148 
314,475 339,008 
185,806 208 , 326 


165,248 210,468 
115,845 157,699 
19,648 255339 
16,678 21,028 


85,418 106 , 103 
224,808 276,002 











The unemployment situation among the membership of the 
German trade unions—including the Free (Socialist) Christian 
and Hirsch-Duncker trade unions—for 1913 and for the after- 
war period is shown in Table ITI. 

The figures shown here do not give a complete picture of 
the unemployment situation, however, because the percentage 
embrace only the fully unemployed, but not those doing part- 
time work. While, for example, in March, 1923, 5.7 per cent of 
total membership of the largest German trade unions were fully 
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unemployed, 23.6 per cent of the membership were employed 
only part-time. The figures for April, 1923, the latest figures 
available, show that more that one and one-half millions of the 


TABLE III 


UNEMPLOYMENT AMONG MEMBERS OF GERMAN TRADE UNIoNS* 
(Selected months, 1913 and 1919-23) 








Percentage of Membership Unemployed in 
At End of 





1919 1920 1921 





January 
MEOUER. .....300: 


September 
December...... 








2.9 ;¥ 8 &: :. 




















* Membership reporting; 1913 two million; rorg four million; 1920-23 six million workers. 


members of the reporting trade unions were doing part-time work, 
which was nearly 30 per cent of the total membership. During 
the month of April the time reported as lost, that is, the hours 
not worked during the week by the individual members, are 


TABLE IV 


SHOoRT-TImE WoRK AMONG MEMBERS OF GERMAN TRADE UNIONS 
(Selected Months, 1921-23) 








PERCENTAGE OF MEMBERSHIP WoRKING SHORT TIME 





Males Females Total 





1922 





January ; j ‘ : : , ? 1.8 
i 
; : . , 0.6 
September..... ‘ , . : ; 2.6 
December ‘ : ' . , 8.7 
































reported as follows: 20.9 per cent worked 1-8 hours less per week, 
26.7 per cent worked 9-16 hours less, 37.7 per cent worked 17-24 
hours less, and 14.7 per cent worked over 24 hours less than the 
regular 48 hours’ work week. 
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Table IV will give an idea of the extent of short-time work 
in Germany during the last two and a quarter years, and 
illustrates the fluctuations which the German labor market is 
subject to, generally responding to the fall and the rise of the 
mark. 

Vil 

The system of government unemployment allowances which 
was adopted as a temporary expedient to tide over the revolu- 
tionary period is intended to be replaced by a comprehensive 
unemployment insurance system. The latest draft proposal 
submitted to the Reichstag would provide unemployment insur- 
ance for practically all manual workers and salaried employees 
‘ of Germany, which would mean unemployment protection for 
more than eleven million persons. 

The insurance system would become an integral part of the 
public employment service and close organic connection would 
thus be established between insurance, labor placement, and 
other institutions Germany has developed for the relief of the 
unemployed and control of work opportunities. Unemployment 
insurance would start immediately upon entering employment 
and benefits would be granted in case of complete unemployment, 
short-time employment, and continuation of the sickness- 
insurance during the time of unemployment would be provided 
for. The employment service would determine the amount to 
be paid in benefit which would not be allowed to exceed, how- 
ever, three-fourths of the prevailing union scale of wages of the 
given industry or occupation. Unemployment benefits would not 
be paid during periods of unemployment caused either directly 
or indirectly by strikes or lockouts. 

The cost of the insurance system is to be borne by the 
employers, workers, and the government authorities, each con- 
tributing one-third. The distribution of the insurance burden 
among the various industries is to be regulated in this wise, that 
industries with greater amounts of unemployment pay higher 
premiums than industries having less unemployment. 

The fate of this last unemployment insurance bill seems 
uncertain at this moment, especially as the trade unions have 
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developed a very strong opposition to its strike and lockout 
clauses which they think puts an insufferable weapon into the 
hands of the employer against the workers’ right to strike. But 
even without the trade unions’ opposition quite a long time will 
elapse before any unemployment insurance as planned can be 
established in Germany in view of the unprecedented monetary 
situation which makes impossible any long-range planning such 
as any insurance system would necessitate. It looks today as 
if the present system of unemployment allowances will have to 
be depended upon for quite some time to come, and it is certain 
that it is yet to be put to very severe tests before Germany’s 
return to industrial normalcy. 


Emit FRANKEL 
BERLIN, GERMANY 





POST-WAR LOCAL BURDENS 


Even in a country that pursues a wise fiscal policy during 
war time, taxation is bound to remain on a high leve! for years 
and years after the introduction of an era of peace, but this is 
especially true when international conflicts assume such propor- 
tions as those with which inhabitants of this globe have only 
recently become too familiar. As a result of the huge outlays 
involved and-the derangement of the entire industrial and 
commercial systems of modern nations, it is virtually incon- 
ceivable that the fiscal structure can be so readjusted as to have 
all expenditures on account of war defrayed out of increased 
tax revenues. 

Of all of the principal belligerents, save Japan where the mili- 
tary effort was a very modest one, the United States and Great 
Britain made the most earnest attempts to assign the method of 
financing on a basis of credit as small a réle as was consistent 
with the absolute requirements of the hour; yet as we look 
over their record, it is found that the ratio of taxes to total 
expenditures for the entire period of the war was only 25.3 per cent 
for the United States and 25.0 per cent for Great Britain. In 
the case of France the ratio was only 8.9 per cent and for Germany 
8.2 per cent, while Italy’s effort was far greater than popular 
opinion would seem to indicate, the ratio of taxes to expenditures 
being 20.0 percent. The result of this impossibility of balancing 
revenues and expenditures has been that countries are now 
weighed down by enormous public debts, the interest and 
amortization of which absorbs a large fraction of total revenues 
and in some instances, as is true of France, large accretions in 
the public debt have by no means ceased. In the latter case, 
due to the prodigious outlays in restoring and in reconstructing 
devastated regions, it is estimated that in a few years the debt 
charges will almost equal the receipts of the ordinary budget. 


t Cf. article by the present writer in the Annalist, August 27, 1923, pp. 271 ff. 
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What is the tax situation in this country today? Is the total 
burden increasing or decreasing as measured in dollars and in 
terms of income ? 

Official figures of an exact nature indicating the total amount 
of taxes raised in this country are not available. Figures apper- 
taining to the Federal Government are published from day to day 
and are easily obtainable. Tax data for all state and municipal 
governments with a population of over 30,000 are regularly pub- 
lished by the Census Bureau but in recent years co-operation be- 
tween the bureau and local disbursing authorities has not been 
forthcoming in many cases. Aside from the fact, however, that 
such data are not released as promptly as might be desirable, 
they do not cover the whole range of local finance. Counties, 
villages, towns, cities under 30,000, school districts, road and 
irrigation districts, etc., are omitted. In 1902, the Census 
Bureau had included in its study of wealth, debt, and taxation 
estimates of the fiscal operations of these latter governmental 
authorities, but in 1913 investigation was limited to cities over 
2,500 in population and to counties. 

If local finance is to be covered adequately, it is clear that 
one’s main reliance must be the amount of taxation levied by 
these agencies under the general property tax, with estimates 
made for miscellaneous taxes and licenses which they collect 
entirely for their own use or share with the state, based on 
scattered data from official and unofficial sources. The major 
portion of local government revenues is derived from the general 
property tax, averaging from go per cent to 95 per cent in recent 
years, and with use made of local tax levies as officially published, 
the percentage of error in estimating the total tax burden cannot 
be of any great consequence. To be sure, there are uncollected 
tax levies to be reckoned with, but these nevertheless constitute 
a prior lien on the property subject to taxation, and if not paid 
within a reasonable period the liability to the municipality or 
state is liquidated by forced sale of the property. Errors due 
to this factor will in the long run “wash out.” 

In a previous article the tax burden for federal, state, and 
local governments was estimated for the years 1903, 1913, 1919, 
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and 1921." With these figures as a starting point, we can proceed 
to estimate the total tax burden of the nation in 1922. Taxes 
and licenses collected by thirty-six state governments, comprising 
86.1 per cent of the entire population and 74.3 per cent of the 
total area of continental United States, were 8.4 per cent larger 
in the fiscal year ending in 1922 than in the corresponding period 
of the previous year. Likewise, a survey of general property 
taxes levied by all local governments in thirty-four states, 
embracing 75.2 per cent of the total population and 66.5 per cent 
of the total area, discloses an increase of 4.1 per cent in 1922 as 
compared with 1921. In agricultural states, assessed valuations 
of property have experienced a material reduction and tax levies 
were on the whole slightly smaller in 1922 than in 1921, but in 
manufacturing states the tendency is still in the upward direction. 
Details of these figures are furnished in tables I and II? 

Taxes collected by the federal government in the calendar 
year 1922 amounted, however, to only $2,914 millions, a decline 
of $1,526 millions or 34.5 per cent as compared with 1921. The 
bulk of the revenue from taxes received by the federal government 
is derived from the tax on incomes of individuals and corporations, 
and since 1922 collections were based on the earnings in 1921, 
when business was at a low ebb, the reason for the decline in 
federal tax revenues is patent. 

Thus, while the federal tax burden has been declining, 
taxation levied by the state and local governments has been 
continually increasing, especially in post-war years. Some 
of the most conspicuous increases in the general property taxes 
levied by local governments may be cited for the more important 
states: California, from $61.5 millions in 1912 to $187.2 millions 
in 1921 and $204.6 millions, in 1922; Illinois, from $84.6 millions 
in 1912 to $222.6 millions in 1921 and $227.0 millions in 1922; 
Indiana, from $39.1 millions in 1912 to $100.5 millions in 1921 

* Quarterly Journal of Economics, February 1923, pp. 374 ff., article by the 
present writer entitled ‘‘Growth in Local Tax Burdens.” 


2 These and related data are derived from Research Report No. 64, Tax Burdens 
and Exemptions,” published by the National Industrial Conference Board, New 
York City. 
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and $100.8 millions in 1922; Massachusetts, from $68.3 millions 
in 1912 to $138.7 millions in 1921 and $150.8 millions in 1922; 
TABLE I 


RECEIPTS OF STATE GOVERNMENTS FROM TAXES AND LICENSES* 
(Figures in Thousands) 








Increase or 


ages Decrease (—) 





10,506 $ 1,014 
4,036 —- 
6,938 = I 

47,868 9,859 

16,661 1,965 
6,463 920 
35532 290 

36,569 3,965 

18 ,641 4,534 

23,320 9,886 

saccade meee 8,559 1,049 

Kentucky{ 12,946 129 

Maryland 13,018 2,53 

Massachusetts 37,064 2,888 

Michigan 47,072 10,270 

Minnesota 30,180 2,152 
28,290 7,792 

I, 502 93 
40,239 5,843 
117,039 23,497 
55177 819 
45,209 4,071 
6,907 3,907 

Oregon 13,351 2,959 

Pennsylvania § 54,9901 10,904 

Rhode Island 6,477 667 
7,861 1,858 
8,995 1,588 

29,105 755 
5,183 310 

Vermont 3,963 255 

Virginia 19,210 1,236 

Washington 17,200 530 

West Virginia 8,445 1,429 

Wisconsin 31,908 3,250 

Wyoming 4,142 2,050 











$779,167 $719,052 $60,115 








* Data derived from reports of and correspondence with, respective state auditors, comptrollers, 
treasurers, etc. 

t Preliminary figures. 

t Incomplete but comparable figures. 


§ Adjustment made for taxes credited to the Special Fund, on account of change in termination 
of fiscal year. 


Michigan, from $37.8 millions in 1912 to $138.0 millions in 1921 
and $142.9 millions in 1922; New Jersey, from $39.1 millions 
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in 1912 to $108.2 millions in 1921 and $121.6 millions in 1922; 
New York, from $214,1 millions in 1912 to $407.5 millions in 


TABLE II 


GENERAL Property Tax Levies or Locat GOVERNMENTS* 











1922 


1921 


Increase or 
Decrease (—) 





ner 
Louisiana 


Pennsy ‘ly. aniat. . 


South Carolina§ 
Tennesseet 


$ 10,883,855 
204,613,983 
35,008,592 
12,712,754 
17,795,598 
227,023,501 
100,835,058 
93,313,675 
63,479,973 
15,125,909 
31,348,150 
18,575,606 
150,779,795 
142,917,440 
98, 723,056 
60, 702, 567 
25,106,030 
44,234,941 
3,817,768 
13,559,801 
121,581,109 
428 , 326,638 
26,536,130 
208 , 266, 358 
32,201,891 
234,700,754 
17,398,876 
12,535,693 
17,504,716 
12,063,516 
7,652,478 
37,358, 897 
90,893 , 562 
8,419,820 


$ 11,368,642 
187,241,532 
35,369,948 
12,557,347 
16,867,650 
222,626,471 
100,468,510 
94,862,751 
67,458,178 
14,850,859 
32,450,773 
17, 243 ,039 
138,658,332 
137,936,486 
99,257,785 
61,986,754 
26, 169 ,047 
46 ,883 ,197 
3,800,182 
12,684, 238 
108 , 222,066 
407 , 520, 383 
27,590,065 
210,617,128 
31,097,717 
197,858,532 
16,742,437 
12,827,134 
17,642,678 
12,764,035 
085,778 
34,854,116 
89 , 403 , 390 
7240, 705 


— $ 484,787 
17,372,451 
361,356 
155,407 
927,948 
4,397,030 
366,548 
1,549,076 
3,987,205 
275,050 
1,102,623 
1,332,567 
12,121,463 
4,980,954 
534,729 
1,284,187 
1,063,017 
2,648,256 
17,586 
875,563 

13 5359,043 
20,806,255 
1,054,535 
2,350,770 
1,104,174 
36,851,222 
656,439 
201,441 
137,962 
700,519 
433,300 
2,504,781 
1,490,172 
1,179,115 





$2 ,625,998,490 








$2,523, 208,485 





$102, 790,005 





* Data derived from official reports of and correspondence with, state tax commissions, equaliza- 
tion boards, state auditors, etc. 

t For counties only. 

t Taxes and licenses. 


§ Counties and schools only. Capitation taxes and miscellaneous licenses included in some cases, 
but data are comparable for the two years in question. 


Ohio, from $69.7 millions in 
and Pennsylvania, from $99.4 


1921 and $428.3 millions in 1922; 
1912 to $208.3 millions in 1922; 
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millions in 1912 to $197.9 millions in 1921 and $234.7 millions 
in 1922. 

State taxes have risen from $155 millions in 1903 to $783 
millions in 1921 and $846 millions in 1922. Local taxes have 
risen from $706 millions in 1903 to $3,150 millions in 1921 and 
$3,301 millions in 1922. 

In view of the fact that all taxes must ultimately be paid 
out of income of current or past origin, it is interesting to observe 
the relationship between these two factors. In 1903 taxes repre- 
sented 6.7 per cent of the national income; in 1913 the ratio had 


TABLE III 


TAXATION AND NATIONAL INcoME, UNITED STATES 
(Million Dollars) 








1903 1913 1919 1921 1922 


$ 521} $ 668] $ 5,069 | $ 4,430 | $ 2,014 
155 307 570 783 846* 
706 1,219 2,305 | 3,150] 3,301* 


$ 1,382 | $ 2,104 | $ 8,034 | $ 8,363 | $ 7,061 
National income 20,500 | 34,400] 66,251 50,000 | 58,500 
Taxes as per cent of national 

income 6.7 6.4 12.1 16.7 12.1 


























*Since these estimates were first made (July, 1923), the Census Bureau has released in January, 
Rica | 


wbich'do not fall within the clansifeation of ® tex, the Cenaue Bureau figures are $858 millions for 
mately 1 per ceat above ths figures independently reached by the writer, as explained in the tect.” 
fallen to 6.4 per cent due to the more rapid growth of national 
income; in 1919 the ratio was 12.1 per cent and by 1921 it had 
increased to 16.7 per cent due to the increase in tax burden and 
the prodigious decline in national income for that year. In 
1922 the total tax burden of the nation had declined but the 
national income showed an increase of 17 per cent with the 
result that the ratio of taxes to national income fell to 12.1° 
per cent, which is the same percentage as for 1921 (Table III). 

It may perhaps be contended that a materially larger portion 
of our entire tax revenue is now devoted toward payment of 
interest on the public debt and of pensions than in pre-war 
years, which latter items go to swell the totality of national 
income and hence to that extent do not detract from the funds 
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available for industrial uses. A detailed study of the data 
bearing on this point indicates, however, that the rates of increase 
in the gross and net burden of taxation do not differ widely. 
In 1913, federal, state, and local governments disbursed $208 
millions on account of pensions and $224 millions for interest 
on public indebtedness;' in 1922, these amounts were, respec- 
tively, $315 millions and $1,462 millions. After. deducting 
these respective amounts from the national tax bill for the years 
in question, it is found that the increase in the tax revenue taken 
away from industrial uses was 200 per cent, compared with a 
growth of 220 per cent in the gross amount of taxation during the 
same period. It is, therefore, an unquestioned fact that the 
burden of taxation on industry, using this term in the widest 
sense, measured in terms of dollars, is three times as high as before 
the war. Measured in terms of comparable purchasing power 
(which serves to express the degree of sacrifice), or as related to 
the national income, this burden from either standpoint is twice 
as high as it was in 1913. 

Before the war, the state and local taxation in bulk had played 
a more important réle in the total tax bill of the nation than 
federal taxation, but during the war state and local government 
needs were submerged beneath the huge requirements of the 
federal goverment with the result that the former were consigned 
to a subordinate position. After the Armistice, federal taxation 
continued to rise, but two years later, especially after the adoption 
of the budget system, the axe of economy was begun to be applied, 
and this, coupled with the depression in business and a reduction 
in earning power on a basis of which the revenues of the federal 
government are largely determined, served to lower the tax 
burden considerably. Meanwhile, state and local governments 
no longer feeling the urgency of restricting their outlays and 
stimulated by favorable borrowing rates as an outgrowth of 
federal income tax exemption, embarked on elaborate road- 


* National Bureau of Economic Research, Income in the United States: Its 
Amouni and Distribution, 1909-1919 II (New York), pp. 216, 218. 

? Estimates based on the annual report of the Secretary of the Treasury, 1922, 
and such other data as have been gathered from miscellaneous sources. 
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building programs. Ambitious improvement projects have also 
been undertaken on no small scale, causing not only an increase 
in current tax burdens but large accretions in their bonded 
indebtedness, which now is more than two and one-half times 
as high as it was in 1913. With rents on a high level, due pri- 
marily to the scarcity of housing facilities, assessed valuations 
of municipal real estate have been considerably raised, which 
circumstance has enabled local governments to increase tax 
burdens beyond the point where resort only to increased tax 
rates would have otherwise permitted. 

Before the war, the amount of taxes raised by state and local 
governments constituted about seven-tenths of the total tax 
bill. During the war this ratio had declined, but by 1921 the 
percentage raised by state and local governments represented 
one-half of the total. In 1922 the ratio of taxes levied by state 
and local governments to the total tax was 57 per cent, thus indi- 
cating the growing importance of state and local tax burdens 
in recent years. 

Analysis of the objects for which the proceeds of state and 
local government borrowings have been spent indicates that 
about one-fifth only has been utilized for strictly industrial and 
commercial purposes, as, for example, for the acquisition of 
water works, municipal gas and light enterprises, harbor and 
water front improvements, street railways rapid transit facilities, 
ferries and canals, irrigation and reclamation projects, etc. 
Almost $2 billion have been borrowed by state and local govern- 
ments for the construction of streets, roads, and bridges, more 
than a billion dollars for schools, about $425 millions for sewers, 
and $320 millions for public buildings. 

That the cost of borrowing on the part of state and local 
governments has risen, in consequence of the general movement 
of interest rates, and notwithstanding complete exemption from 
federal income and other taxation, is a phenomenon clearly 
manifested in Tables IV and V. In 1913 about 21 per cent of the 
total state and municipal bond issues was floated at 4 per cent; 
5 per cent of the total carried a 4} per cent coupon rate; 34 
per cent carried a 4} per cent rate, and 28 per cent carried a 5 
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per cent rate. In 1921 and 1922 is found that the bulk of issues 
was floated on the basis of 5 per cent or more. In the face of 
this circumstance, the investment market has in recent years 
been flooded with state and local government securities. The 
intense competition between borrowing authorities has served 
to narrow the advantage which they should have otherwise 
enjoyed by virtue of complete tax exemption and has enhanced 
the gain to those who seek tax exempt issues for the purpose of 
lowering the average surtax rates applying to their incomes. 


TABLE IV 


STATE AND Monicrpat Bonp Issues, CLASSIFIED BY RATE OF INTEREST* 
i (In Million Dollars) 











Above | Unknown 

P P. Per P 

Year | Gene | “Gent | Gene | “Gene"| “ent'| Gene | $Per | and | Total 
es a a $2 $17 | $ 95 |...... $ 53 | $45 | $31 | $63 | $ 307 
TS eB 7 127 | $ 70 89 65 29 8 305 
EG. SRE 5 IOI 80 87 68 32 10 383 
oe 2 4 80 20 | 132 108 31 Ke) 386 
ES. Seen, Mrmr ee 70 77 153 107 40° II 458 
RE Se Sree 85 46 192 II7 44 12 496 
ere, eee I 125 80 105 92 38 13 455 
ee Pree I 96 16 150 120 42 18 442 
HRS: REO Seren 19 4 69 98 74 30 204 
Se Serre ere 17 22 131 278 150 86 684 
AEE. Ae 14 24 3 67 193 333 43 677 
RE SS Ape 33 3 | 125 | 330] 656 62f | 1,209 
Se: ee: Aree 105 131 219 | 307] 252 88 I, 102 
































* Exclusive of New York City sinking fund takings. Source: Commercial and Financial 
Chronicle, State and City Section (Annual). 


t Includes $36 millions bearing 43 per cent interest. 

Furthermore, when building operations on private account 
are considerably above normal, it would appear that the demand 
for materials and labor on the part of government authorities 
has intensified building activity and contributed to the general 
state of scarcity which has existed in the building market, thus 
enhancing the costs to all concerned. Economists and students 
of the unemployment problem have repeatedly urged that 
consistent attempts be made to postpone public construction 
to periods of depression and industrial inactivity, when necessary 
projects financed out of the public purse may be undertaken 
for the purpose of relieving general distress, but it is clear from 
our recital of the facts that this advice is not being heeded by 
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and large, although its wisdom cannot be a matter of doubt, 
particularly when cognizance is taken of other collateral factors 
above enumerated. 

Ruthless publicity would appear to be the only effective 
method of stemming the tide of growing state and local tax 
burdens. If only the public were more accurately informed as 
to the true principles of tax incidence; if only business men were 
willing to take a greater and more active interest in the conduct 
of state and municipal affairs, insisting that outlays be carefully 


TABLE V 


COMPARATIVE INTEREST RATES OF STATE AND MUNICIPAL BoND 
Issues CLASSIFIED BY PERCENTAGE OF ToTaL IssuED* 











Higher | Unknown 

Year Per Cent = = Per Cent Pes Cent Per Gent Per Cent mete ~__ 
1910 0.6 5.6 Ce | eee 17.21] 14.8] 10.2] 20.6 
5) ae Sear 5.7 32.1 Be 22.5 16.5 ee 2.0 
oS ee Serre $.2 26.4 20.9 22.7 17.7 8.3 2.7 
BOG scaticws 0.5 1.0 20.7 “9 34.1 27.9 8.0 3.7 
| a See ee o.1 15.4 16.8 | 33.3 23.4 8.7 2.5 
Se Spee Saree: 17.2 9.3 38.7 23.6 8.8 2.4 
Dc -asin came nae 0.3 27.6 23.61 26.2 20.3 8.4 2.8 
Sere: Sere ere °. 21.6 3-5 34.0 27.0 9.5 4.1 
MES iia canadsa seers secea 6.4 3.8 23.4 33-5 25.1 10.2 
Serer Serer 2.5 3.2 19.1 40.7 21.9 12.6 
ES eer 2.0 3.6 0.5 9.9 28.4 | 49.2 6.4 
a EP Sree era wee 2.9 0.3 10.3 $7.3 54-3 ‘.% 
eee TET ower 9.5 II.9 19.9 27.9 22.9 7.9 





























_ * Exclusive of New York City sinking fund takings, ‘‘which usually are 3 per cent issues and 
furnish no criterion of market conditions.” Source: Commercial and Financial Chronicle, State and 
City Section (Annual publication). 


scrutinized and subjected to tests that would involve the balanc- 
ing of the quantity and character of prospective benefits against 
the contemplated cost to the community; if only rigid budgetary 
systems were introduced, directed by men who would be respon- 
sible to the local executive and whose actions would be divorced 
from local politics—then and only then can effective control 
over public disbursements be a fail accompli. So long as these 
elements of supervision and scrutiny are lacking, it appears 
that we cannot look forward to anything but a continuance 
of the present conditions of fiscal impolicy and rising burdens 
which are sources of danger to the national well-being. 


L. R. GOTTLIEB 
New York UNIVERSITY 








THE BRITISH COAL AGREEMENT 


ITS ANTECEDENTS AND ITS PRINCIPLES 


“T am very glad to say now not only that an arrangement 
has been made which, I think, will ensure peace for a very long 
period—I do not like to use the word ‘permanent’—but for a 
very long period in the coalfields, and not only ensure peace, 
but, I think, it will ensure it on a very satisfactory basis.”’ So 
said the British Prime Minister on June 28, 1921, in announcing 
to the House of Commons the conclusion of the three months’ 
coal stoppage. In further reference to the agreement, he added, 
“T am very hopeful that it will create new relations between capi- 
tal and labour, not merely in this industry, but in all industries.” 

The coal treaty on which he rung up the curtain is unique in 
the world’s history. Under it considerably over a million men, 
who with their dependents comprise more than ro per cent of the 
population of Britain, have entered into a pact with their 
employers to share directly in the profits of a notoriously fickle 
business. The surprise is all the greater when it is remembered 
that the miner has the unhappy distinction of being the most 
bellicose of all British workers. In the two and a half years 
between the Armistice and the signing of the present agreement, 
the industry underwent two national stoppages, one district 
strike, and one crisis when a national strike was averted only by 
the appointment of a royal commission of inquiry. In South 
Wales, the most important British coal field, the present “settle- 
ment”’ is the sixteenth in the last forty-six years. Apart from 
the big strikes, pit stoppages are of frequent occurrence, the 
average number being about 150 per annum. ‘The British miner 
has, therefore, continued to earn the doubtful laurel of being the 
doughtiest fighter in the industrial field, and present events indi- 
cate that he is in no repentent mood. 

A brief sketch of the chequered history of the industry, with 
special reference to wages, is necessary to explain the origin of the 
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agreement of 1921. Although the mining of coal began in Britain 
at a very early date, it was not until after 1800 that the industry 
made rapid strides forward under the stimulation of the develop- 
ment of steam power. By 1854, when the first accurate record 
of production was made, the total coal output was only some 
64,500,000 tons. Twenty years later this output was doubled, 
and by 1906 it was quadrupled. The maximum production 
attained by British mines was in the record year 1913, when some 
287,500,000 tons were raised. 

The early history of the coal industry is bound up with the 
struggle of the miners to abolish the abuses from which they 
suffered by combining in local, district, and even national unions. 
Chief among these abuses were the truck system, the yearly 
hirings, the employment of women underground, and the notori- 
ous Butty system. By legal enactment and collective bargaining 
these evils were successively overcome, perhaps the most obsti- 
nate of them being the latter. In the mining industry it is 
always difficult to supervise the operations of the hewers working 
in the remote recesses of the pit, and the owners, therefore, prac- 
tically subcontracted to a set of “‘Butty masters,’ who were 
themselves paid by output, but under whom the hewers worked 
ona time wage. It was always to the interests of these “ Butties”’ 
to drive and sweat the workers under them, and the only remedy 
was for the hewers themselves to work piecework, their output 
being checked by an official at the top, the check-weighman, 
employed and paid by them to act in their interests. By 1887, 
when the Miners’ Federation of Great Britain was formed, most 
of these wrongs had been righted, and modern history began. 


PREVIOUS METHODS OF WAGE REGULATION 


The great difficulty in dealing with the British coal-mining 
industry lies in the fact that the industry has never been admin- 
istered, except perhaps during the war period, as a single unit. 
Conditions differ widely between districts. The depth of the 
coal seams, their thickness, hardness and quality, the presence 
of fire-damp or water, and the proximity to suitable markets 
constitute a series of cross-divisions of the mines into indeter- 
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minate areas. These areas have frequently acted separately and 
independently, and especially so in the matter of wages, so that 
the progress forward has not been like that of soldiers on parade, 
but rather like that of a relay race. The following generaliza- 
tions, however, furnish the main facts. 

During the last fifty years, four methods of wage regulation 
have been employed in the coal industry. In chronological order 
these are: (1) district sliding-scale systems; (2) district concilia- 
tion boards: (3) national war advances; and (4) district profit- 
sharing schemes. 

Beginning about the seventies of last century, the sliding- 
scale system of. adjusting wages was introduced in Britain, both 
for the coal industry and for the iron and steel. It must be 
clearly distinguished from the sliding-scale system based on the 
cost of living index numbers. The latter has come into promi- 
nence only with the phenomenal rise in prices consequent on the 
war, until today it determines the wage fluctuations of over three 
million workers. The relative stability of pre-war prices rendered 
this a too insensitive index of prosperity, and the sliding-scale 
adopted by the coal industry was based not on prices in general, 
but on the selling price of coal as ascertained quarterly in each 
district. Upon this basis a variable percentage was paid in an 
agreed ratio with oscillations in the price of the product. The 
underlying assumption was that wages like prices should be deter- 
mined by the industry’s “productivity of value,” and that the 
best available index of this was the selling price of its product. 
For twenty years this slide-rule principle remained the simple 
method of wage regulation, and it was not until the depression in 
the nineties that it was generally abandoned. In the iron and 
steel industry it still remains in force, and whatever its defects, 
and they are considerable, it has certainly preserved an unbroken 
peace in that industry for over fifty years. The main defect of 
this type of scale is that it makes high prices to the interests of 
labor and thereby encourages limitation of output. 

The rigid correlation of prices and wages was replaced by the 
decisions of district conciliation boards, constituted in each dis- 
trict of equal numbers of owners and workers under an independ- 
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ent chairman. In considering the question of wages no stipula- 
tion was made that prices had to be used as the criterion, but in 
actual fact the lingering tradition of the sliding-scale and the urge 
of economic necessity combined to make wages follow the average 
selling price of coal, much as under the previous régime. Where, 
as in the coal industry, wages account for 70 per cent of the cost 
of production, the great necessity is for a very sensitive system 
of wage-adjustment, and the conciliation-board system did oper- 
ate in practice to render the old sliding-scale system more elastic. 
Under it, either owners or men could adduce other considerations 
affecting wages, such as the estimated profits of the owners, the 
volume of trade, or changes in the cost of production due to the 
introduction of mechanical coal-cutters, electric haulage, or 
additional safety devices. The machinery for securing decisions 
is important, as it has been re-adopted under the present agree- 
ment. The independent chairman did not preside at the meet- 
ings of the boards, but reserved his services until the two parties 
failed to come to terms. When this happened, as it frequently 
did, a second meeting was held under his chairmanship, and after 
the two sides had argued their cases before him, he gave his 
decision. Both sides had agreed to accept such a decision as final 
and binding, but in case of default the boards had no statutory 
power of enforcement. The system then is best described as 
“compulsory collective bargaining,” and must be clearly dis- 
tinguished from compulsory arbitration of the Australian or New 
Zealand types. Loyalty to chosen representatives and strict 
observance of agreements made by them were essential to the 
success of conciliation boards, and it was the turbulent and dis- 
loyal action of the South Wales miners in 1915 that destroyed 
the system and made state control necessary. 

Then followed a period of government regulation, which lasted 
until March 31, 1921. During those five years a practical mora- 
torium was declared on economic laws, with results which con- 
firmed the miners in their desire for nationalization, and con- 
vinced the community of its undesirability. In other words, 
the miners were pampered. The government began badly. 
When in the middle of 1915 the negotiations between the owners 
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and men in South Wales had broken down, and the navy was 
threatened with a shortage of coal, the government intervened. 
Mr. Runciman, then president of the board of trade, offered the 
miners’ executive generous terms, which, though accepted by 
them as a basis of negotiations, were refused by the men. A royal 
proclamation was then issued, under the Munitions of War Act, 
making it a punishable offense for the men to strike, whereupon 
the whole of the miners in South Wales promptly struck in direct 
defiance. Mr. Lloyd George himself went to Cardiff, the storm 
center, and the stoppage was ended by the government granting 
the men practically all they asked, together with indemnity 
against their breach of the act. The government’s capitulation 
on this, the first occasion on which it had measured its strength 
against organized labor, had a far-reaching effect on the subse- 
quent attitude of the miners, and set a precedent which the men 
were to give it frequent occasion to follow. 

Many wage innovations followed the government’s custody 
of the industry. On September 17, 1917, the coal controller 
announced that a special advance in wages was to be given “in 
the shape of a war wage of 1s. 6d per day to be paid to all colliery 
workers (male or female), including apprentices of sixteen years 
of age and over, and od. a day to those under sixteen years.” 
The significance of this announcement lies in the fact that it 
meant the abolition of the traditional district unit of settlement, 
and the treatment of the industry as one national unit. Even 
more important, it meant the institution of flat-rate advances in 
place of the previous universal custom of giving percentage 
advances, which preserved the relative levels of the various 
grades. A further important innovation was made in making 
this wage payable even when the worker did no work, so long as 
he was prepared to work. The provision ran: 


The special advance will be paid for every day on which a worker works, 
and for every day on which a worker is able and willing to work, but is 
prevented owing to the work of the pit, seam or place being stopped by causes 
other than strikes, excluding recognized holidays, Sundays, stop-days, etc., 
but including days on which the work of the pit, seam or place is temporarily 
stopped through lack of trade. 
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The result of these and subsequent provisions was a great 
slackness of effort. In spite of the nation’s need, and of the 
higher wages, output per man declined, as ever larger numbers 
ceased to work on the piece rates, and fell back on the confortable 
bed of an inflated minimum wage. The inevitable result was an 
enormous increase in the costs of production; by the beginning 
of 1918 they were about 100 per cent over the pre-war costs, by 
early 1919 they stood at 150 per cent, and in early 1920, 220 per 
cent, finally reaching their peak during the first three months of 
1921, when they stood at 320 per cent. 

The government was not obsessed by any collectivist bias in 
imposing control on the coal industry. In his famous work, 
Jevons, referring to peace times, says that to Britain coal is 
‘almost of religious importance,’ but in war time, if we may put 
it so, it was even more important than that—a prime necessity 
for our continued existence. Supplies had to be safeguarded. 

The government embarked reluctantly, and as it proved 
disastrously, on the hazardous experiment of running an industry. 
This control took the form of regulating the home price by statute 
with a consequent distribution of output through artificial 
channels, of controlling the export trade, and of pooling profits. 
As a corollary to the latter, the state found it necessary to guar- 
antee a standard profit in order to preserve justice between col- 
lieries differently affected by the restrictions. At first this 
arrangement redounded to the enrichment of the state, but by 
the end of 1920 the position was reversed, and heavy drafts were 
made on the national coffers. This led the government to hur- 
riedly decontrol the industry five months earlier than had been 
intended, and, in spite of the protests of both owners and men, 
the industry was flung on its own resources at the end of March, 
1921. Even so, the net cost to the taxpayer of the statutory 
control of the mines was £34,200,000, apart from the subvention, 
costing £7,068,649, granted in July, 1921.” 


* W. Stanley Jevons, The Coal Question. The Macmillan Company, 1866. 


*See for details the Third Report of the Geddes Committee under the heading 
“The Coal Mines Deficiency Account.” 





242 JAMES A. BOWIE 


The alarming condition of the coal industry which led to its 
sudden decontrol was further intensified by the process. Owners 
and miners were left to bear the full brunt of the severest depres- 
sion ever experienced in the industry. These “Babes in the 
Wood,” unlike the worthier prototypes of the fable, fell to quarrel- 
ing. They disagreed about most things, they did not even agree 
as to whether the three months’ stoppage which ensued was a 
strike or a lockout. The men desired a continuation of the system 
of uniform, national wage changes, and to this intent desired that 
profits be pooled on a national scale so as to provide a wage 
equalization fund. The employers urged the re-establishment 
of the district basis of settlement, the complete restoration of 
private enterprise, and, at the same time, they published a sched- 
ule of drastic wage reductions. The result was the most pro- 
longed stoppage of the whole industry that has ever occurred. 
It lasted from April 1 to July 4, 1921. 


THE COAL AGREEMENT 


When launched from the government stocks prematurely, 
the industrial ship had no rudder, no steering gear, and no engines. 
It lay derelict for three months while the captain and crew squab- 
bled over their design. Undoubtedly the final arrangement was 
sponsored by the owners. It is not generally appreciated that, 
as far back as 1916, a committee of the mining association, i.e., 
the owners’ association, had drafted a scheme which exactly 
corresponds in principle with that adopted in July, 1921. The 
advent of control naturally postponed any attempt to apply it, 
and it did not again see the light until Lord Gainford advanced 
it, on behalf of the coal owners, in his evidence before the Sankey 
Coal Commission in 1919. But it was not until the autumn of 
1920 that any attempt was made in the industry itself to nego- 
tiate a scheme embodying the profit-sharing principle. By the 
terms of settlement, which ended the fortnight’s strike of October 
18, to November 3, 1920, both parties pledged themselves to: 

Proceed forthwith to prepare a scheme for submission to the Govern- 
ment .... for the regulation of wages in the industry, having regard among 
other considerations, to the profits of the industry, and to the principles upon 
which any surplus profits are to be dealt with. 
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In the protracted negotiations which followed, agreement was 
reached on the general outlines of a scheme for correlating wages 
and profits, and the two parties were busy on the details when the 
government suddenly threw a bombshell among them. Both 
sides had envisaged the continuation of control, and their efforts 
were directed at hammering out a wage scheme {or application 
under control. In announcing its intention to decontrol the 
industry, the government drove a wedge between the two parties. 
The miners immediately demanded the nationalization of the 
industry and a continuation of the government’s policy of treating 
the industry as one single unit by means of the creation of a wage- 
equalization fund accumulated from the pooling of profits. 
Nothing that the owners could offer which did not concede this 
fundamental change would satisfy the men. It was not until the 
last few days of June, 1921, that, after a few hurried consultations 
resulting in some minor modifications, the men’s leaders put their 
signatures to the document. 

The agreement represents a radical innovation in industrial 
relations. It has no precedent in the world’s history. There 
are, however, three schemes which invite comparison with it: 

1. The sliding-scale system that has been in use for over fifty 
years in the British iron and steel industry, and that was formerly 
used in the coal industry. The present agreement correlates 
wages and profits, the former, wages and the selling price. In 
the absence of detailed statistics of profits, the only possible index 
of prosperity was the rough-and-ready one of selling prices, and 
in this fact the sliding scale finds its only economic justification. 

2. Over thirty gas companies in Britain operate under a statu- 
tory arrangement under which the cheaper the gas they produce, 
the higher the dividend payable to the shareholder, and the bigger 
the profit-sharing bonus going to labor. This system, it will be 
seen, directly contradicts the former, and is, of course, much 
sounder, as it makes the cheapness, and not the dearness, of the 
product to the advantage of labor. But the profit-sharing 
system in use in the gas companies is no true prototype of the 
coal agreement, as profits are divided not on a district basis but 
according to the particular circumstances of each undertaking. 
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3. The nearest approach made to the British scheme is found 
in the attempts made by the French to introduce compulsory 
profit-sharing into industry, and particularly into the coal indus- 
try. The most serious effort was made in 1910, when a bill was 
introduced in the Chamber of Deputies with this purpose in 
view. After extensive investigations the conclusion was reached 
that no universal system was possible, and that any attempt to 
introduce uniformity would inevitably result in the complete 
ruination of some undertakings. The bill never became law, but 
a partial application of the same idea was made by legislation in 
September, 1919. It is provided that where new mining con- 
cessions are granted, profit-sharing must form part of the bargain. 
This arrangement does not, however, anticipate the British one, 
as the latter was due to a swing of the pendulum away from gov- 
ernment control, while the French plan is founded on a statutory 
and not a voluntary basis. 

The present British scheme provides that the proceeds of the 
industry should be disbursed in the following way: 

a) and b) The basis rates and district percentages—The basis 
rates were the rates paid in each district at the time the old sliding 
scales were introduced. Since that time it has always been cus- 
tomary to reckon the miners’ wages on the formula, basis plus 
district percentage. For instance, in Durham the sliding scale 
was introduced in 1879, the wage then ruling was the basis wage; 
since that date wages have gradually advanced to 15 per cent 
above basis in 1896, 32} per cent in 1906, 43? per cent in 1910, 
107} per cent in 1916, and, in January, 1923, 97 per cent. It is 
to be noted, however, that although the basis wage is supposed to 
be static, and only the percentage to vary, as a matter of fact in 
several districts during the war the basis wage itself was advanced. 
This it is that made it necessary to specify in the present agree- 
ment that “the district basis rates existing on the 31st of March, 
1921,” should be those taken for the purpose of the agreement. 

c) The minimum wages.—The above district basis rates, plus 
the district percentages payable in July, 1914, constitute the 
standard wages, with, however, one important addition. As a 
result of the Sankey Commission, the length of the working day 
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was reduced in 1919 from 8 to 7 hours without loss of wages. 
This meant that time workers got the same wage for the shorter 
day, while the piece workers got an increase in basis rates averag- 
ing for the whole country about 14 per cent. The original basis 
rates must, therefore, be increased to this extent in the case of 
the piece workers, who comprise about half the total employees. 
To the standard wages an additional 20 per cent was added under 
Clause 8 of the agreement to constitute the minimum wages. 
Thus the minimum wage, which must, of course, be paid in 
every district regardless of the proceeds of the industry, is 
itself a compound of three elements. Suppose 4s. per shift to be 
the basis wage, and g2 per cent the district percentage; i.e., 14%; 
of 4s. =3s. 83d., then the standard wage is 7s. 83d., and the mini- 
mum wage 20 per cent above this; viz. gs. 3d. This figure of 
gs. 3d. does in actual fact represent the average present-day mini- 
mum wage in Britain. In the Press, and even on the floor of the 
House of Commons itself, it has been frequently stated, quite 
erroneously, that this represents an advance of only 20 per cent 
over 1914 wages. The agreement specifically states that the 
basis wages to which it refers were those paid on “‘the 31st of 
March, 1921,”’ and not those payable pre-war, and, as already 
mentioned, basis wages altered considerably between those dates. 
When this fact is taken into account, the minimum wage is found 
to be not 20 per cent, but exactly 42.97 per cent over the wage of 
July, 1914, which was 6s. 53d. The cost of living when these terms 
were accepted by the men was 119 per cent over pre-war, today 
(January, 1924) it stands at 77 per cent, so that the minimum 
wage did and does represent a reduced real wage over pre-war 
earnings. 

d) The costs of production other than wages.—The opening 
clauses of the agreement are concerned with the setting up of a 
national board for the whole industry, and of a district board for 
each of the thirteen areas into which the coal fields are divided. 
These fourteen boards are each constituted of an equal number of 
persons chosen by owners and miners, through their respective 
associations, with in every case an independent chairman. To 
the national board was relegated the duty of defining costs of 
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production. This proved a matter of considerable difficulty, and 
the frequent disagreement of the two parties necessitated con- 
stant recourse to Sir William Plender, the independent chairman. 
Of particular importance are the items which were in the end 
excluded from costs of production for the purpose of calculating 
wages. These inadmissible items include the following: interest 
on capital and loans (whether debentures, other fixed loans, or 
bank overdraft), amortisation of capital expenditure, an impor- 
tant item in mining, charitable subscriptions, and donations 
(except to fire brigades, rescue and aid services), income tax, and 
corporation profits tax. All these items are a charge on profits 
and not on costs, and, the owners state, that as a consequence only 
75 per cent of what is carried to their credit in the agreement 
actually appears in their balance sheets as profits. 

e) The owners’ standard profit.—After wages and costs of pro- 
duction have been met from proceeds, the agreement declares 
that the owners are entitled to “‘standard profits equivalent to 
17 per cent of the cost of the standard wages.” Notice that by 
this method there is no need of attempting to evaluate the capital 
employed in the industry; profits are reckoned as a percentage 
of the known quantity—wages. But why 17 per cent? This 
figure was fixed as the result of a careful survey of the relationship 
of profits to wages for the fifteen pre-war years. It was found 
that the average profit from 1899 to 1913 inclusive amounted to 
a sum equivalent to 17 per cent of the wages paid, and this sum 
the owners asked as a guaranteed standard profit. In askingso 
large a sum, the owners may have been too ambitious, though, as 
we shall see, the matter is open to argument. The guaranty 
consisted in making the standard profit a cumulative, preferred 
charge on future proceeds. The recoupment clause, however, 
contains a strange anomaly due to a pure oversight in the hurried 
drafting of the agreement, which, by nullifying its provisions, 
has already cost the owners r-iny millions of pounds. The 
clause reads: 

Provided that if in any period the ascertained proceeds, after deduction 
of costs other than wages and the cost of the standard wages, prove to have 
been insufficient to meet the standard profits, the deficiency shall be carried 
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forward as a first charge to be met out of any surplus, ascertained as above, 
in subsequent periods. 


The important word we have put in italics; the clause, therefore, 
means that any deficiency incurred in paying standard wages is 
recouped to the owners in later periods, but no such provision is 
made for the 20 per cent over standard, which the owners are 
compelled to pay to make up the minimum wages. The simple 
truth is that the negotiators, being hustled by the government 
with a £10,000,000 subsidy in its hand, inserted the 20 per cent 
clause at the last moment, and omitted to re-word the previous 
clause in this new light. Up to that time the standard wages 
were the minimum wages, and hence the present wording of the 
recoupment clause. Immediately the owners recognized the 
mistake that had been made, they brought the matter up before 
the national board, but the men’s leaders refused to allow it to 
be altered. Reference was made to the independent chairman, 
who naturally ruled in accordance with the text of the agreement, 
and, therefore, against the owners’ contention. Thus, for the 
thirty-two months the agreement has been in operation, the result 
has been that the 20 per cent, in those districts where proceeds 
have been insufficient to meet it, has come partly or wholly, and 
in either case, finally out of the owners’ pockets, and no recoup- 
ment is permitted. In South Wales alone this has meant a dead 
loss of profit of over £3,000,000. This sum is irrecoverable, and 
its absorption in the wages bill means a weakening in the indus- 
try’s credit, and a slackening in development work. The richer 
districts do not suffer, as the proceeds are usually ample to meet 
all charges, only the poorer districts, which require recoupment, 
have their poverty accentuated by being denied it. 

f) The division of surplus proceeds—Should any surplus 
remain after all the previous charges have been met, 83 per cent 
of it goes to labor and 17 per cent to capital. The share falling 
to wages is then expressed as a percentage upon the basis rates 
prevailing in the district, and every colliery within that area has 
to pay this specified wage. The system is not a profit-sharing 
one, as we commonly define the term; no individual owner is 
guaranteed any profit at all, he is merely compelled to pay a wage 
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determined by the average profits of all the pits in the district 
to which he belongs. 


AN EVALUATION OF THE AGREEMENT 


The cardinal merit of the British coal treaty lies in the fact 
that under it wages and prosperity are automatically correlated. 
This in itself is an excellent principle, largely because it destroys 
the possibility of continual bickerings between wage-payers and 
wage-earners in that misty region where economic ignorance, 
mere opinion, or unbelieved assertions hold sway. It substitutes 
measurement, publicity, and facts for mere asseveration. Not 
only does this protect the worker against exploitation, but it also 
safeguards the consumer. The United States Coal Commission 
apparently considers the latter reason sufficient grounds for 
recommending “‘complete publicity of accounts through a Federal 
agency with power to compel reports, and to prescribe the form 
of accounts.’* In the British practice the accounts of individual 
collieries are not divulged, but every two months the aggre- 
gate results of each of the thirteen districts are ascertained by 
accountants, and subsequently published broadcast by the Mines 
Department. 

Another advantage of the agreement lies in the fact that it 
gives the worker a direct inducement to study the economic 
organization of his industry, by pressing home on him the inci- 
dence of unnecessary inflation of working costs upon proceeds. 
Each pay envelope becomes an index number of the district’s 
prosperity. Hence each worker has an inducement to study, and 
to work for, the conditions on which that prosperity depends. 
The present agitation in Britain must not be taken as directed 
against the principles of the agreement, as these have always been 
approved, and indeed commended, by the great majority of the 
miners’ leaders. The root of the trouble is the lowness of the 
minimum wage. The miners hope by the middle of April, at 
which time the agreement ends, to have secured a new agreement 
embodying the same principles, but with a higher minimum. The 
comparative success of the British agreement, during times that 

™See Report on Investments and Profits in Anthracite Mining (October, 1923). 
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could not well have been more difficult, may point the way to the 
adoption of the same “equitable” principles* in the United States, 
when the existing agreement in the bituminous coal mines expires 
on March 31, 1924. 

In the past we have permitted two antithetical methods of 
remuneration to subvert our economic, and consequently our 
social, unity. To this most of the continual bickerings and 
embroilments are fundamentally due. This cleavage between 
profit-takers and wage-earners is partly obliterated in the British 
coal treaty, where each party receives a wages-cum-profits 
remuneration. For this reason, if for no other, the present 
arrangement justifies the description of being the most hopeful 
and comprehensive experiment in industrial relations that has 
been made in Britain during the present century. 


James A. Bowle 


MANCHESTER, ENGLAND 
*The United States Coal Commission thus describes the British agreement. 
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American Business Law (Text), by John J. Sullivan. New York: D. Appleton 
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It is the purpose of this review to examine the character and scope 
of the more important of the current collections of material which are 
available to teachers of “Business Law” in colleges and collegiate 
schools of business. Since this matter was considered in an article 
by Professor Nathan Isaacs, of the Harvard School of Business, in 
the Journal of Political Economy, XXIII (1915), 529, we shall define 
“current”’ as including only such collections of material as have been 
published since the issue of that article. Also, we shall not attempt 
here to discuss books which confessedly have been written for the use 
of teachers in secondary schools, nor those numerous works which have 
been offered to “owners of property”’ or the “general reader,” though 
of such there are not a few. 

An examination of all of the available books in the class which we 
shall discuss, leaves one with the feeling that most of these books have 


* Business Law (Text), by Alfred W. Bays. New York: Macmillan Company, 
1919. Pp. 290. 


250 




















CURRENT BOOKS IN THE FIELD OF BUSINESS LAW 251 


been written and published quite largely because of the more or less 
traditional belief that “the business man ought to know something 
about the law,” and that, therefore, every “business course” or busi- 
ness school must offer some “courses” in business law. This feeling 
is founded upon the fact that in all but two or three of the books 
examined the only material included is either text or case material 
arranged upon the basis of the old divisions of the law into “subjects” 
or branches. These divisions are unquestionably useful for the 
purposes for which they were made; but they do not seem to be 
fundamental divisions, in the sense that the lines of division are likely 
to mean anything to anyone but the legal technician. For example, 
Reed’s Cases on Business Law, Perrin and Babb’s Commercial Law 
Cases, Britton and Bauer’s Cases on Business Law, among the case 
books, are little, if anything, more than collections of cases which are 
arranged according to the orthodox law school methods of splitting 
the“‘law” up into little compartments, each, for all one can tell, entirely 
cut off from the others. Among the recent textbooks, Bay’s Business 
Law is an excellent, clear, and accurate statement of the fundamental 
principles of law governing certain types of commercial transactions, 
but withal arranged, like the case books, according to the orthodox 
“divisions.” The amount of material, too, seems too little to furnish 
an adequate basis for the use of colleges and professional schools of 
business. Sullivan’s American Business Law contains more material 
than the last-named work, and though the Preface points out the 
desirability of treating “business law” from the functional standpoint, 
neither the text material, nor the digested cases used as illustrations 
seem to do this. Conyngton’s Business Law, although professedly 
designed as a ‘‘manual of every-day law for the man or woman who 
owns property, does business, or engages in affairs,” seems to have been 
offered or used as a college textbook in “courses” on “ Business Law,” 
so that it should be noticed here. Asa “guide-book,” or as a textbook, 
one feels constrained to say that this book fails to live up to its purpose 
and promises, found in the Preface and table of contents. Explanatory 
sections, particularly the introductory chapters, are short, sketchy 
and technical, and, one would judge, quite unsatisfactory to the 
general reader or to college students. The book contains information 
of a very valuable sort, relative to such matters as forms, taxation, 
and the like, which are not discussed in the books mentioned above, 
and, as an attempt to give the business man or the student of business 
what he is entitled to, this seems distinctly in advance of the other 
books so far considered. 
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All of these books, however, seem to fall most conspicuously short 
of meeting the demand for a collection of material for the teaching of 
law, such as is likely to give students of business the things which 
scientific instruction should give them. 

The belief has gained much favor, in current thought and expres- 
sion, that the purpose of education is the preparation of the student for 
adjustment to his future environment. In the case of the student of 
business this means that he needs instruction in the art of adjustment 
to those situations which are incidental or peculiar to engagement in 
business. 

Let us try to be a little bit more nearly specific as to the demands of 
the student upon teachers and books of business law. Law, of course, 
is not an end im itself. It is merely one of a number of devices of 
social control, the effect of which is restriction upon freedom of conduct 
of the individual in his relations with other persons. It does not 
affect the business man otherwise than it affects other members of 
society in like relationships; but the business man is more frequently 
affected by considerations of law than the non-business citizen, 
because the business man more frequently enters into relations and 
dealings with others than the non-business citizen does. Also, 
because he does enter into peculiar relations and transactions, his 
environment, with respect to law, is different from that of others. 
Education for business, therefore, calls more justifiably for instruction 
relative to the principles of law, than does general or “liberal” educa- 
tion. Many of the relations into which the business man enters, 
however, are not of a strictly business type, but of the personal sort 
of relations into which every person at some time or other may enter; 
and, even with respect to the law governing these sorts of relations, 
the business man should be instructed more carefully than is necessary 
(though not more than is desirable, perhaps) for the education of the 
“lay” citizen, because the former’s worldly activities more frequently 
result in these relations than do the latter’s. It is not enough, 
therefore, that the students of business be taught the law of business 
proper, and that alone. Law, as taught in collegiate schools of 
business, should give them something more than that. 

The aim of “courses” in business law in collegiate schools of 
business, it is believed, should be threefold: 

a) To provide the basis for an understanding of the social signifi- 
cance of law, as an agency of social control, of the origin, nature, and 
functions of our system of jurisprudence, and of certain of our estab- 
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lished institutions, such as constitutional government, the nature of 
the American federal system, the relation of trial and appellate courts, 
the systems of law and equity, the distinction between tort and con- 
tract rights and duties, and other things of like character; 

b) To provide the basis for an understanding of the nature of legal 
problems and of legal methods of analysis of these problems; 

c) To make possible the mastery of a few of the fundamental 
principles of law, which have resulted from the growth of society, of 
business, and of law, and which apply to certain of the more important 
and frequently recurring types of business situations, and also of 
certain of the more common personal relationships, which latter may 
or may not arise out of business transactions. 

If teachers of business law can give to their students some knowl- 
edge of the origin and characteristics of law and legal institutions, some 
appreciation of the purposes, functions, and practical difficulties of 
law and of lawyers, some understanding of the nature and methods of 
analysis of legal problems, some training in the application of that 
analysis to business and personal problems, the inclusion of business 
law in the “business” curriculum can be justified, in terms of prepara- 
tion for adjustment to environment. If these aims are acceptable 
as reasonable justification for the teaching of business law in collegiate 
schools of business, the best collection of material for the purpose is 
that collection which raises the highest degree of probability that these 
aims may be achieved. 

All of the books which have so far been mentioned in this review 
seem to miss this mark entirely. Sullivan’s preface indicates that 
he has seen that there is some such mark, as does that of Britton 
and Bauer, but in the inclusion and division of subject-matter, the 
authors of both these books seem either to have forgotten their good 
intentions, or to have changed their minds about their importance or 
practicability. Conyngton’s confessed purpose is to “explain the 
conditions and to point out as nearly as may be, how the individual 
may shape his conduct and manage his affairs so as to avoid the more 
serious legal difficulties”; but he has confined his material to that 
which deals with the orthodox “divisions” of “business law,’”’ without 
any reference to considerations set forth in the last preceding para- 
graph. Reed, in his Selections of Cases on Commercial Law, apparently 
has not seen the problem, as it is outlined herein, at all; and very 
little attempt has been made in his book to organize the materials 
included in such a way that the functional aspect of the law can be 
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appreciated from their study. Perrin and Babb, in their two volumes, 
have followed the usual division, and have left to the instructor the 
task of filling in important gaps in the book, even though the material 
is designed for use in a two years’ course. Bays’s object, as expressed 
in chapter vi, seems to have been to select material upon all subjects 
which most teachers would agree ought to be included; but, as judged 
from the remainder of the same chapter, he does not seem to have 
wished to inquire into the functions of the teaching of “business law” 
more deeply than popular tradition seems to have done, and though 
he does indicate that he appreciates the fact that there is a deeper 
meaning to law than the commonly accepted one, he has given no 
place to an explanation of such a meaning. 

These books are characterized by either (a) failure to appreciate 
the scope of the problem of business law or (0) failure to make the text 
or case material meet the needs of business law, properly conceived. 
The inevitable concomitant of either fault is the omission of matters 
of high importance. For example, if the aim of business education 
is to “fit the prospective business man to adjust himself to his environ- 
ment,” one of the chief purposes of the study of business law should 
be to help this individual to appreciate the nature and function of our 
system of law, as an evolutionary agency of social control. This 
purpose has been glimpsed by Perrin and Babb, Sullivan, Conyngton, 
E. W. Spencer, Britton and Bauer, but the introductory material 
seems totally inadequate to the purpose. The most comprehensive 
in this regard is the book of Britton and Bauer, and they have crowded 
into twenty-one pages all their material on origin, development, and 
nature of law, the nature of legal relations, some ideas about procedure, 
the use of decisions, and the like. In a book of fifteen hundred-odd 
pages, it would seem that such fundamentals might demand more 
space. 

Again, the case books so far considered furnish practically no 
instruction in the analysis and use of the cases and decisions. The 
case method, it is believed, is the most valuable available device for 
the development of an understanding of legal methods of analysis, 
but the college student needs and is entitled to some definite instruction 
in the use of cases. Without such instruction, the cases are likely to 
be productive of vagueness and confusion. 

Another fault common to these books is the omission of material 
dealing with the law of torts, the law of unfair competition, the law 
of the employment of labor, the law relative to risks and the shifting 
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of risks. The omission is not quite complete, for there are suggestions 
here and there—lines sometimes, now and then a paragraph—indicat- 
ing consciousness of the existence of these matters. Conyngton has 
good chapters on personal relations, employment law, taxation, and 
forms; Perrin and Babb indicate that the books are to be supple- 
mented by lectures on torts, property, insurance, bankruptcy, and 
carriers; E. W. Spencer has three pages on combinations in restraint 
of trade; all of them, of course, contain material which can, by the 
highly skilled teacher, be made to serve the purposes of introducing 
something about the matters above referred to as omitted; but it 
is thought that a school book should do more than give the teacher 
an opportunity—it ought to give the student one also. The law of 
torts, of unfair competition, of industrial relations so frequently 
affects the business man in modern society, that it does not seem 
possible to fit our student “to adjust himself to his environment,” 
unless we give him a chance to consider especially these matters which 
make up so large and important a part of that environment. 

A curious book may be noted here—Moore and Houston, Problems 
in Business Law. This is called a case book. It contains abbreviated 
statements of facts of illustrative cases. Each statement is followed 
by questions as to the legal result of the facts stated and by the 
citation of the source of the statement. In the Preface, the hope 
is expressed that the student will look up these citations, or, that if 
he tries to think out the answers for himself, he “will gain a salutary 
modesty by finding out how often the apparent answer is the wrong 
one.” One is dumb before such hopes as this! 

Britton and Bauer’s Cases on Business Law, while its sins of 
omission class it with the above discussed books, deserves mention 
for its good features. There is a very good section of twenty pages 
on the law of bankruptcy, and an excellent arrangement of the material 
on the law of sales; a thirty-page glossary is certain to prove very 
useful; and the quotations of sections of the Uniform Sales Act, the 
Uniform Partnership Act, and the Negotiable Instrument’s Law, in 
relevant connections, is a very great convenience. The best thing in 
the book seems to be the use of notes of introduction to the several 
chapters and subdivisions. Because of the serious omissions noted, 
and because of the failure to appreciate sufficiently the significance 
of the purposes of the teaching of business law, however, the book’s 
good features seem hardly to justify the publication of so pretentious a 
volume. 
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Three books in the field deserve mention as standing far ahead of 
those so far considered. One is a text, Frey’s American Business 
Law; two are case books, Schaub and Isaac’s Law in Business 
Problems, and W. H. Spencer’s Law and Business in three volumes. 

Judge Frey’s book is by all odds the best of the textbooks. It 
contains good, though brief, material on torts, excellent material on 
unfair competition in the field of trademark law and patent and 
copyright law, but nothing on trade names and other trade values. 
The Introduction seems to fall short of the ideal, in that it does not 
sufficiently explain the nature and operation of law, nor emphasize 
the functional aspects of law as an agency of social control. There 
are well-organized outlines at the heads of chapters, and valuable 
bibliographies following the several chapters. There are twenty- 
eight pages of good material on evidence and damages, which might 
better be put at the beginning of the book than near the close. It is 
an excellent text for college use, the chief criticisms being that there 
is too little material on the law of employment (the bargaining struggle 
between employer and employee and the master’s liability to the 
servant) and on tort obligations, and that there is tco little explanatory 
and real introductory matter in the Introduction. 

Schaub and Isaacs started out to realize the ideals of Professor 
Isaacs, as he partially expressed them in the Journal of Political 
Economy, XXIII (1915), 529, above referred to. An attempt has 
been made to strike out on new lines, particularly with reference to 
division of the subject-matter, upon a functional basis. There are 
many valuable features—the introductory material is excellent and 
scholarly (though it is believed that the material on procedure and 
damages which is found in the chapter on “Debtor and Creditor” 
might be more valuable in the Introduction), and there is good, 
though brief, material relative to unfair competition. But, withal, 
the book gives one the impression of haste: it is underdone, and not 
up to the mark set by Professor Isaacs’ review of 1915, and by the 
Preface of the book. The best section of the book is that on “‘ Business 
Organization,” covering 205 pages, comparing the law of agency, 
partnership, and corporation. The faults noted are serious in the 
writer’s opinion, but, still, this book is far in advance of all the others 
in the field, to the date of its publication. 

The only book examined which approaches its own ideal (though 
some, frankly, do not profess to have any ideal), is the three-volume 
work of Professor W. H. Spencer. First, here is a classfication of law 
upon a really functional basis, and this classification is uniform to the 
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last page. Second, no important function of law, and no field of law 
important to the business man, is neglected. Third, there is an ade- 
quate introduction, which explains the origin and function of laws, and 
which does something which no other book does at all well—it explains 
to the student what use is to be made of the cases, and makes a rational 
attempt to help him to do it. The books treat of matters treated in 
all the other books (with the exception of some minor and technical 
matters, such as wills, patents, and a few others of the sort, which are 
suggested by questions and introductory notes to the several chapters), 
and in addition there is material affording a basis for a real under- 
standing of the law of industrial relations in its various aspects, the law 
of unfair competition, and the law relative to risks and risk bearing. 
Besides this, there is an excellent and carefully organized section on 
the nature of tort law and the fixing of tort responsibility. One 
might wish that the Introduction were expanded to include some 
discussion of the measure of damages, and of the nature and place of 
legislation and the power of courts to construe constitutions and 
statutes (which latter two are discussed by Schaub and Isaacs). These 
matters are dealt with in the book in other connections (Volume III, 
“Law and Labor,” chapter ii), but it is felt that so far as possible 
this sort of thing should be included in the Introduction. One could 
wish, too, that there were more paragraphs of introduction to the 
sections and to some of the subsections of chapters. Such notes would 
make the way even more clear than it is now. On the whole, it is 
believed that this latter book is by far the most satisfactory of the lot. 
A teacher who is a genius probably will lead his students to an apprecia- 
tion of the nature of our legal system and institutions and some of 
the characteristics of legal analysis and reasoning, and give them 
some knowledge of certain important rules of law, no matter which 
of the available books he may use. But most teachers are not geniuses. 
Teachers, like students, need to be led; or, at least, they appreciate 
the blazed trail when they find it, and this book, with its unflagging 
insistence upon the functional aspect of law, with its highly organized 
outline and with its full introductory notes at the beginning of all 
the chapters, is a blazed trail. Of all the available books on business 
law, this one seems most likely to make possible the production of 
the desired results of ‘education for business”—adaptability to 
social environment in a commercial world. 


Jay FIntey Curist 
University oF CHICAGO 
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French Public Finance, in the Great War and To-Day. By 
Harvey E. Fisk. New York-—Paris: Bankers Trust Com- 
pany, 1922. Pp. 363. 

Neither the title nor the very modest size of this book sufficiently 
indicates the wealth of varied, yet related, subject-matter compressed 
between its covers. Its purpose is to show how France financed 
the war, her effort to strengthen the foundation of her financial 
system since, and her energy in restoring the territory destroyed by 
the invader. 

An effective opening chapter gives figures showing the wearing 
burden, upon the six leading nations of Europe, of forty years of 
“armed peace’ caused by fear of war. These figures are at once 
thrown into black eclipse by tables of statistics giving the cost of war 
to each of the powers, in human life lost and broken, in money, in 
devastation of territory, in interest and pension charges, and in 
increased cost of government services, an aftermath of the war. 

Succeeding chapters trace, with marked brevity and clearness, 
the methods by which France financed the war and post-war periods. 
The amounts advanced by the banks, raised by domestic and foreign 
loans and from revenues, together with expenditure for each year, 
are set forth. This is followed by an analysis of the credit system, 
including the circulating media, and the conditions of foreign trade 
during the war. 

The fluctuation of Paris exchange on the markets of the world 
and the efforts to stabilize it are clearly traced. Examination is 
made of the success of France in keeping under control the tendency 
of all governments, under stress, to inflate the currency by large 
issues of paper money. 

Elaborate financial comparisons are drawn, on the basis of revenue, 
expenditure, debt, issue of paper currency, between the countries 
involved in the war. 

The results of some of the provisions of the Treaty are examined. 
Thus an estimate is attempted of the gain to France through the 
recovery of lost territory, rich in resources, and through the extension 
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of her colonies, and of the loss to Germany through her contracted 
boundaries. An account is given of “Reparations,” from the terms 
of the Treaty, through all the tortuous negotiations down to 1922, with 
the amounts paid by Germany in cash and kind. Several shaded 
maps show the boundary changes in Europe. 

An interesting story is told of the ‘War Fine” imposed on France 
in 1871, of the resourceful way in which France financed it, and of 
the use made by Germany of the funds so received. 

There are informing chapters on the French system of government, 
on the history of the French debt from pre-revolutionary days, 
revenue and expenditure since 1868, the budget, and a review of the 
French banking system and the measures taken to grapple with the 
crisis precipitated in July, 1914, by the crash of war. 

The book throughout is replete with tables of statistics, many 
of them illustrated by graphs. As stated above, many financial 
comparisons are drawn between the war countries. This is difficult 
to do, owing to the wide and irregular fluctuations in the value of 
the currencies, and to the fact that the rate of exchange does not 
correspond to the home-purchasing power of a currency as shown by 
the index number. Great care has been taken to make these com- 
parisons as true and enlightening as possible. The official figures, 
therefore, are reduced to dollars on three bases—the par of exchange 
(as in 1913), the average rate of exchange and of the index number 
prevailing in the year to which the figures belong. 

Assurance is given by the publishers that the greatest care has 
been taken in assembling and checking the data given. There is an 
extensive list of sources and a very detailed index. The implications 
of the book are hopeful. This, in the light of some of the financial 
data given, is heroic optimism. 

S. E. BECKETT 


UNIVERSITY OF BRITISH COLUMBIA 
VANCOUVER, CANADA 


Regulation and the Management of Public Utilities. By CHARLES 
STILLMAN MorGan, Ph.D. Boston: Houghton Mifflin Co., 
1923. Pp. xi+362. $2.50. 

This book is one of the growing series of Hart, Schaffner and Marx 
essays, and it maintains the standard set by the volumes in this series. 

Unlike the usual work on public utility regulation, it attacks the 
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problem from the standpoint of the effect of control on efficiency of 
management, taking account of present tendencies in the relation of 
management to capital and in the character of the work of management 
itself. Needless to say, such a discussion fills a very useful place in 
public utility literature. 

Instead of being content with generalities about the deadening 
effect of regulation, the need of special stimuli to efficiency and the 
tendency of commissions to take away from the companies that control 
over their own organization and operation which is the essence of 
private mauagement, the author goes into details, gives instances, 
and draws very significant distinctions. In the first place, he discusses 
the level of efficiency in public utilities as compared to private busi- 
ness, coming to'the conclusion that the average is low, largely because 
of failure to weed out inefficient organizations by the bankruptcy 
route. He then analyzes the things that management does, and the 
things on which efficiency and inefficiency depend. He also gives 
interesting instances in which commissions have taken over a part 
of the actual work of management, thus giving a background of fact 
on which to rest the claim that really efficient control of private 
companies involves a level of ability and effort about as high as would 
be required to operate the companies as public enterprises. 

He further analyzes the methods of stimulating efficiency under 
commission regulation; the most important being an added rate of 
return to the capital invested, amounting in some cases to an addi- 
tional 1 per cent. He also summarizes the provisions of the various 
service-at-cost systems which are now being tried in this country, 
chiefly consisting of small premiums in the way of additional profits 
as a reward for efficiency, and the power to criticize inefficiency and 
to make constructive suggestions, as well as to set standards of 
service. The author also makes a rather extended study of systems 
of efficiency-rating, and of the statistical records actually available 
for this purpose. The conclusion appears to be that statistical 
systems can serve a very useful purpose, although they can never 
take account of those elements of efficiency which consist of the 
personal attitude of the management and the employees toward the 
public. These intangibles constitute a very important element 
which should not be neglected. The existing statistics are shown to 
be inadequate to furnish a proper basis for efficiency-ratings. 

As for the character of incentives used, the author criticizes the 
prevailing tendency to rely exclusively on purely financial rewards, 
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and the tendency to give these rewards to capital, instead of recogniz- 
, ing that capital is becoming more and more a passive agent and that 
the appropriate place to apply stimuli is the managing staff. He 
also discusses the non-financial incentives, such as the comparison 
of records, and the whole range of motives of professional emulation 
which such comparisons may bring to bear. 

Particular points may be open to criticism, which does not seriously 
impair the soundness of the general argument. The author fails to 
define what he means by service-at-cost, and one is surprised to find 
the Chicago Street Railway franchises of 1907 classed under this head. 
Surely one of the essential characteristics of service-at-cost is that 
the rates charged should be adjusted to future changes in the cost of 
service, and a franchise which fixes a permanent five-cent fare lacks 
this most essential element. Another statement which appears too 
sweeping is found on page 315 where the author says that all of the 
methods discussed in the preceding chapters make their appeal directly, 
if not solely, to capital and not to management. Yet the author had 
already discussed the use of efficiency-ratings at considerable length 
(see especially p. 254). On the whole, the argument is well marshaled 
and convincing: it brings the subject down to date in a very useful 
way, and its constructive suggestions appear to point in the direction 
which regulation must necessarily follow. Among the refreshing 
symptoms is the evidence that commissions are able to give valuable 
help to the managements of the utilities, both technical and financial; 
that they are actually engaged in this co-operative réle and that they 
may be expected to do so more and more in the future. 


J. M. Crark 


UNIVERSITY OF CHICAGO 


Domestic and Foreign Exchange. By IRA B. Cross. New York: 
Macmillan, 1923. 
Money and Foreign Exchange in 1914. By Gustav CassEL. New 

York: Macmillan, 1922. 

Although the title of these two volumes read much the same the 
purposes of the writers are quite dissimilar. Cassel’s endeavor is to 
demonstrate that the rise of prices and the dislocation of exchanges 
since 1914 has been primarily a monetary phenomenon and can be 
corrected only by the application of monetary principles. His work, 
therefore, may be regarded as a brilliant plea for sound money in 
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which the author does not overlook the opportunities for skilful 
diagnosis rendered possible by the financial disturbances of recent 
years. 

Cross endeavors rather to emphasize the technical machinery by 
which international payments are effected. The timing of his book 
is fortunate in view of the many recent innovations in foreign-trade 
practices in this country. For one matter the use of export and import 
letters of credit has been extensive in this country only since 1914, 
and most of the litigation necessary to establish their legal character- 
istics developed from the depression of 1920. 

There is very little to be said of this work other than of a com- 
mendatory sort. The fidelity to detail, soundness of basic theory, and 
carefulness of organization stamp this work as easily the most valuable 
book on the subject now available. The reviewer was especially 
pleased to note that there was no discussion of rate-making forces 
until after the completion of several chapters thoroughly explaining 
the nature and use of the various types of bills arising in foreign- 
trading operations. The other course would have been the easier, 
but it would have involved the usual error of simplifying the task 
unduly at the expense of reality. The reviewer’s most unfavorable 
reaction arose in the reading of the chapters on “Investment,” 


“Speculation,” “Arbitrage.” On page 506 a table is presented 
setting forth opportunities of profit on the assumption that the notes 
of foreign issue return to par. Although the author does not state 
that such an outcome appears probable, the exposition is such as to 
lead the uncritical reader to regard the old pars of exchange as 
“normal.”’ A reading of Cassel’s book would do much to render 
such a view unacceptable. 


In Cassel’s work the first task is to refute all explanations of the 
rise in prices since 1914 not in accordance with the teachings of the 
Quantity Theory. In this the author presents undoubtedly the most 
adequate assault available upon the Scarcity of Goods Theory. 
His figures show that in Sweden changes in the supply of commodities 
available for exchange could account for only a minor part of the rise 
in prices. Following this exposition there is a much needed chapter 
on the exclusion of gold and the effects of monetary policy upon the 
value of gold. Thence attention is turned to the discount policy of 
European central banks and of our own Federal Reserve institutions 
in which the position is upheld that in the shifting of rates lies the 
key to the control of inflation. 
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The latter part of the work has to do with the dislocation of 
exchanges. In this Cassel argues convincingly that exchange relation- 
ships fundamentally are mere expressions of the relative purchasing 
powers of various currencies. Accordingly stabilization of exchange 
rates becomes first a task of stabilizing purchasing powers. Deflation 
as a national policy is assaulted as vigorously as inflation from the 
point of view of its mistaken application of sound monetary theory as 
well as from the point of view of its evil effects upon trade and industry. 

In the main the reviewer is willing to assent to these conclusions. 
He believes, however, that Cassel insists upon too rigid a statement of 
the Quantity Theory and that as a basis of discount policy central 
banks should rely upon production indices rather than index numbers 
of prices. Maximum production rather than price stability should 
be the test. Thorough discussion of these matters is not possible 
here. But it should be kept in mind that Cassel evidently accepts a 
doctrine of the passivity of prices and fails to analyze sufficiently the 
view that price increases may be the causal forces of credit and note 
expansion. Thus on page 194 the author states: “Without a corre- 
sponding increase in the supply of the means of payment neither the 
increased demands of State finance nor the hunt after commodities 
would have succeeded in producing this general rise in prices 
To the reviewer it seems unfortunate that the word permitting was 
not employed instead of producing. It might enable those who differ 
in matters of theoretical statement to get together on questions of 
practical control. The reviewer furthermore is not quite so certain 
as Cassel of the efficacy of discount changes by central banks in the 
regulation of the volume of bank credit and note issues. Still he 
agrees with Cassel that as yet there has been no fair test of the ade- 
quacy of this weapon on account of the unwillingness of bank adminis- 
trations to permit rates to rise to a point adequately expressing the 
real shortage in the creation of new capital goods. 

On account of the author’s keenness of analysis, familiarity with 
monetary situations in so many lands, simplicity as well as force- 
fulness of style, this book undoubtedly should be placed in a group 
of the three or four best works on money occasioned by the financial 
upheavals of the Great War. 

H. L. REED 


CoRNELL UNIVERSITY 


Italics are the reviewer’s. 
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L’Impérialisme Economique et les Relations Internationales 
Pendant le Dernier Demi-Siécle. By ACHILLE VIALLATE. 
Paris: Librairie Armand Colin, 1923. Pp. 316+x. 

This book is the text of a series of lectures given by the author, 
a professor at the Ecole des Sciences Politique at Paris, at the first 
Institute of Politics, held at Williams College in August, 1921. 

The book deals with the history of the growing international 
rivalries in economic and commercial fields during the last half- 
century. Its value lies, not so much on any new facts or ideas which 
it may present, but rather on the clear, systematic, and unbiased 
fashion in which the author has collated and organized his subject- 
matter. : 

There are two sections to the book, the first dealing with the 
period from about 1870 down to the war and the second with the war 
and its consequences. The first part is the longer of the two and the 
author deals much more confidently with the period treated therein 
than with the later war years and after. 

The book is of especial importance to Americans, for it gives 
them a glimpse of a field which they are accustomed to see only from 
the point of view of American or English writers. The value of this 
survey is enhanced by the evident effort of the author to be absolutely 
fair and judicial in his treatment of every question. For those who 
do not read French a translation of this book is available. It is to be 
hoped, however, that many readers will use the original, as the author 
has the ability of presenting serious and weighty material in a style 
which is as easy and interesting to read as a novel. Even among 
French books, where this quality is more frequently found than 
among books of Anglo-Saxon authors, this volume is conspicuous in 


this respect. 
Paut M. ATKINS 
UNIVERSITY OF CHICAGO 


Manchuria—Land of Opportunities. Published by the South 
Manchurian Railway Company, New York, 1922. 

An up-to-date, well-illustrated handbook giving a rounded view 
of the natural resources and economic activities of this large, varied, 
and developing province of China in which Japanese influence is 
strongest. Probably the most complete and most reliable published 
document on the province, although possibly somewhat biased because 
of its Japanese origin. 
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